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Tbilisi, Georgia with the Medieval  
castle of Narikala in the foreground.  
©Anna Bogush/Shutterstock
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Introduction

For the purposes of this report, the South Caucasus 
subregion includes Armenia, Azerbaijan and Georgia. 
Th e South Caucasus is a geographically well-defi ned 

area, situated on the fringes of Europe and Asia between 
the Greater Caucasus Mountains in the North, the Black 
and Caspian Seas in the West and East, and the Lesser 
Caucasus Mountains in the South. Th e subregion borders 
three large neighbours: the Russian Federation, Turkey 
and Iran. 

Th e South Caucasus was part of the Russian Empire 
from the 19th century until its collapse in 1917. A short 
period of independence ended in 1921, ushering in a 
70-year era during which Armenia, Azerbaijan and 
Georgia were part of the Soviet Union, initially as 
a united Transcaucasian Socialist Federative Soviet 
Republic (1922-1936) then, until 1991, as separate Soviet 
Socialist Republics.

Th e demise of the Soviet Union in 1991 brought back 
independence for the three countries but this was not 
accompanied by stability and prosperity. Violent ethno-
territorial confl icts aff ected two of the three countries 
and, today, almost 20 per cent of the Azerbaijan territory 
(Nagorno-Karabakh) and of Georgia (Abkhazia and 
South Ossetia) are beyond eff ective central state control 
(see Box 5.1).1

In spite of their long common history and similar 
intentions to establish democratic states and free 
market economies, the three countries of the subregion 
neither show much homogeneity in their political and 
socio-economic development nor in their transition 
trajectories. Strong mutual hostility persists between 
Armenia and Azerbaijan, despite their memberships 
of the Commonwealth of Independent States (CIS). 
Georgia left the CIS in 2008 after armed confl ict with Russia 
and has expressed aspirations of joining Western alliances 
such as the European Union and NATO.

The Soviets renamed the republics of the 
South Caucasus region ‘Transcaucasia’ and 
created two autonomous republics (Abkhazia 
and Adjara); one autonomous district in 
Georgia (South Ossetia); one autonomous 
republic in Azerbaijan (Nakhchivan) and one 
autonomous district (Nagorno-Karabakh).

Immediately after the demise of the Soviet 
Union in 1991, violent ethno-political confl icts 
emerged in three of these autonomous units. 
Confl ict between Armenia and Azerbaijan 
over Nagorno-Karabakh began in 1987 and 
escalated into an undeclared war between 
1992 and 1994 which saw ethnic cleansing of 
Azeri population from Karabakh and adjacent 
Azerbaijan territories. Today, 20 per cent of the 
territory of Azerbaijan is occupied by Armenia 

and this has resulted in hundreds of thousand 
internally displaced persons (IDPs). Nagorno-
Karabakh is not recognized as an independent 
state by any UN member state.

Abkhazia and South Ossetia broke away 
from Georgia in the aftermath of dissolution 
of the Soviet Union. A wide-scale exodus 
of Georgians - the largest ethnic group in 
Abkhazia - followed. The armed confl ict in 
South Ossetia in 2008 provoked a new wave 
of refugees resulting in tens of thousands of 
new IDPs appearing in Georgia and in Russia. 

Nauru, Nicaragua, Tuvalu, Venezuela and the 
Russian Federation recognize Abkhazia and 
South Ossetia as independent states. Other 
UN Member States consider them de-jure 
parts of Georgia.

BOX 5.1: THE PROBLEMATIC TERRITORIAL INTEGRITY OF AZERBAIJAN AND GEORGIA
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MAP 5.1: ARMENIA, AZERBAIJAN AND GEORGIA

Source: MJS/UN-Habitat

�
Many areas within the subregion experienced armed confl ict 
in the 1980s and 90s. ©Jonathan Alpeyrie. 
Licensed under the Creative Commons Attribution-Share 
Alike 3.0 Unported license

Source: Independent International Fact-Finding Mission on the Confl ict in Georgia (IIFFMCG - CEIIG), September 2009, Volume I (http://www.ceiig.ch/pdf/IIFFMCG_Volume_I.pdf)
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5.1 
Population and Urbanization

Urbanizations Trends

Until the 20th century, the South Caucasus was 
largely rural. Full-scale urban growth occurred 
only at the beginning of the Socialist period 

through industrialization, Soviet military presence 
expansion and establishment of new urban settlements.  
Between 1926 and 1959 the urban share of the 
population almost doubled in Georgia, more than 
doubled in Azerbaijan and almost tripled in Armenia 
due to rural-urban migration, high rates of natural 
population increase and in-migrations from other  
Soviet republics.

Urban growth continued until the end of the Soviet 
era, albeit at lower rates from 1950 onwards. Since the 
1970s, natural growth rates have relatively declined and 
migrations from other Soviet Republics have reversed. 
Hence, rural-urban migration remained the main 
source of urban growth, especially for the larger cities.  

�
Baku, Azerbaijan is by far the most populous city in the subregion with over 2 million people. ©lexan/Shutterstock

By the end of the 1970s, more than half the population lived 
in urban settlements in all three countries.

The subregion experienced urban population decreases 
after independence in 1991 as significant numbers of mostly 
urban dwellers fled to safety when political turmoil and 
civil tensions turned into numerous armed conflicts and to 
more secure economic and living conditions abroad when 
economies started to collapse after the guaranteed all-Soviet 
market for goods and commodities disintegrated. Continued 
rural-urban migrations could not make up for these outflows. 
(See Fig.5.2).

The dramatic drop in urbanization levels in the 1990s has 
now stabilized and even turned into slight growth up to 2010 in 
Azerbaijan and Georgia, and more rapid growth in Armenia. 
Although urban population growth is predicted to continue 
over the 2010-20 decade, it is not expected that Azerbaijan 
and Georgia will reach 60 per cent urban populations before 
2030, while Armenia’s rate may then be almost 69 per cent.
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FIGURE 5.1: PERCENTAGE OF URBAN POPULATION IN SOUTH 
CAUCASUS SUBREGION AND COUNTRIES
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FIGURE 5.2: AVERAGE ANNUAL URBAN POPULATION GROWTH RATES

Source: World Urbanization Prospects: The 2011 Revision, UNDESA, New York, 2012

Source: Tbilisi City Hall, 2011. City Development Strategy – Vlm I: Tbilisi City Profi le and SWOT. p. 31

MAP 5.2: TBILISI METROPOLITAN AREA
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Source: Planning Department of the City of Tbilisi

MAP 5.3: TBILISI’S BUILT-UP AND GREEN AREAS

Despite similar urbanization trends over recent decades, 
there are clear national differences. Armenia, the least-
urbanized of the three countries at the start of 20th century, 
became the most urbanized in the 1950s, doubling its urban 
population between 1913 and 1926 and further tripling over 
the following 40 years. In the 1980s, Armenia’s urbanization 
level exceeded by almost 15 per cent those of Azerbaijan 
and Georgia because the latter two retained an agricultural 
economic orientation whereas Armenia developed a 
predominantly urban-based industrial economy. The current 
urbanization gap is likely to narrow to approximately 12 per 
cent by 2020 and 10 per cent by 2030.

Only 10 cities in the subregion have populations  
exceeding 100,000 inhabitants: four in Georgia and three 
each in Armenia and Azerbaijan. The three capital cities  
have become urban agglomerations that include urban 
and rural settlements. For instance, in 1974 the Tbilisi 
agglomeration covered 4,700 km2, included eight cities and 
five townships, and had a total population of 1.46 million, 
of which one million lived in Tbilisi proper. The Tbilisi 
agglomeration continued to grow until the demise of the 
Soviet system. 

Agglomeration processes have continued and established 
new urban systems for the three capital cities. Daily 
commuting patterns suggest that the Baku geographical 

agglomeration covers 2,300 km², four million residents and 
more than 50 urban settlements.2 

The Tbilisi municipality has recently started to 
institutionalize a Tbilisi Metropolitan Area, including 
Rustavi and the adjacent municipalities Mtskheta and 
Gardabani and further towns and rural settlements. More 
effective management of its economic, social, environmental, 
housing and mobility problems should be major concerns for 
the Tbilisi Metropolitan Area. 

Urban settlements in the three countries typically cover 
less than three per cent of the national territory, the lion’s 
share of which is taken up by the capitals’ metropolitan 
areas. But of the 500 km2 administrative area of Tbilisi 
not more than one-third is built up or otherwise urbanized. 
The remainder comprises recently incorporated villages or 
suburban settlements, vacant land, forests and agricultural 
parcels. Likewise, a substantial part of Baku’s 2,200 km2  
is not urbanized. Huge urban administrative territories 
are characteristic of many former Soviet Republics’ urban 
agglomerations and metropolitan areas: an inheritance based 
on combinations of the absence of land and real estate markets 
and centralized urban management. The inevitable outcome 
was geographically-uneven urban development, large urban 
land reserves, significant urban sprawl, comparatively low 
urban densities and overcrowded central urban areas. The 

Legend
Tbilisi border
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Landscape recreational area
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recent attempts of the South Caucasus Governments to address 
these spatial problems by elaborating national and urban 
development plans, however, provide important steps towards 
urban improvements.

Demographic Change
Unlike somewhat similar urbanization trends in the 

subregion, national demographic processes are quite distinct. 
In the fi rst half of 20th century, all three republics experienced 
high birth rates and signifi cant population growth. Th e loss of 
life during World War II next negatively aff ected population 
reproduction but substantial growth rates re-emerged in the 
post-war decades.

Until the mid-1960s, Georgia remained the most populous 
country in the subregion and its capital Tbilisi was the 
largest city. Th e transition to moderate demographic growth 
patterns occurred much earlier in Georgia than in Armenia 
and Azerbaijan. Already in the 1960s, Georgia’s birth 
rates dropped below 25/1000 and its natural growth rate 
below 20/1000. Consequently, Azerbaijan’s population soon 
overtook that of Georgia while Armenia saw a reduction of 
the population gap with Georgia. 

Over the past two decades, all three countries’ population 
growth rates have declined but from diff erent starting points 
and to diff erent levels. Th e greatest absolute declines occurred 
in Azerbaijan but, because its population started at vastly 
higher growth rates, it still has higher fertility rates: 2.04 
per woman per lifetime, compared to 1.36 for Armenia and 

1.44 for Georgia. While none of these numbers guarantees 
a replacement of the population, Azerbaijan is in a better 
position to maintain its population size.

Losing some 20 per cent of its population between 1990 
and 2005, Georgia is the second-ranking European country 
(after Serbia) in terms of population losses.3 Armenia lost 
around 10 per cent, while Azerbaijan gained almost 20 per 
cent in the same period. 

Th e future prognosis for Georgia and Armenia is not good 
in terms of population structures. Forecasts for 2030 envisage 
a 10.3 million population in Azerbaijan, 3.8 million in 
Georgia and 3.2 million in Armenia.4 Th e relative reduction 
in the <15 years age group and growth of the elderly (>65) 
share implies signifi cant demographic ageing.

Shifts in natural growth and age/sex structures caused 
dramatic changes in urban population structures. Fig. 5.4 
refl ects the very rapid and serious age-sex structure distortion 
of Tbilisi between the censuses of 1989 and 2002. However, 
since 1994 the Georgian average urban birth rates, although 
very low, have exceeded those in rural areas which have been 
depleted as large numbers of young people migrated to the 
cities or abroad. It could be assumed that similar changes 
have occurred in other Georgian and Armenian cities and 
perhaps in Azerbaijan, too. Azerbaijan’s population will 
remain the youngest in the subregion in the foreseeable 
future, while Georgia’s will remain the oldest. Demographic 
ageing may become a serious urban problem in both Georgia 
and Armenia.

Source: Meladze, G., Periods of Demographic Development in Tbilisi, in Salukvadze, J., Van Assche, K., Shavishvili, N. (eds.), Tbilisi in Times of Change: Socio-Cultural Dimensions of Urban 
Space and Urban Planning, Tbilisi State University Press, 2010: 15-37

FIGURE 5.3: CHANGES IN AGE-SEX STRUCTURE OF TBILISI POPULATION BETWEEN TWO CENSUSES 
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Source: National Statistics Office of Georgia (GeoStat); National Statistical Service of the Republic of Armenia (Armstat); The State Statistical Committee of the Republic of Azerbaijan (Azstat); 
Meladze, G., Sakartvelos demograpiuli gamotsvevebi [Demographic Challenges of Georgia], Tbilisi, 2007: 95 

FIGURE 5.4: NET TRANS-NATIONAL MIGRATION OF THE POPULATION IN THE SOUTH CAUCASUS COUNTRIES (1990-2010)
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Migration Dynamics and Impact on Cities 
Although migration processes traditionally played a major 

role in South Caucasian cities, they have become even more 
important since the early 1990s with increasing trans-
boundary migrations. The South Caucasus republics had a 
moderately negative trans-boundary migration balance by 
the time of the demise of the USSR, because Soviet politics 
encouraged younger people in densely or ‘overpopulated’ 
areas to move Union-wide to industrial and economic areas 
in remote and sparsely-populated parts. Others voluntarily 
migrated to more centrally-located and prospective places of 
the Union, especially Moscow and other large cities, seeking 
career growth and better economic conditions. 

The 1991-2001 decade saw dramatic population outflows 
from the South Caucasus, especially from Georgia. Despite a 
lack of precise migration data, it is assumed that net-emigration 
from Georgia exceeded one million individuals between 1990 
and 2006.5 The prevalent positive annual balances during the 
most recent seven years have not compensated for these huge 
losses, although they give hope for improvements in years to 
come. Outflows were also significant in Armenia but much 
less in Azerbaijan (See Fig.5.4), which only experienced a 
small negative balance until 2009. 

Urban dwellers constituted the great majority among 
the migrating population in all three nations. The main 
destination was the Russian Federation, although this 
appeal has declined in the mid-2000s due to rising political 
tensions and, later, armed conflict between Russia and 
Georgia. The population census of 2002 shows that 64.5 per 
cent of Georgian emigrants tried to settle in Russia.6 Since 
then the migrant flow from Georgia has shifted mostly to 
the EU, Turkey and the USA. For Armenia and Azerbaijan, 
Russia still remains the most attractive destination. These 
outflows constitute a brain drain that had a particularly 

negative influence on human capital in urban areas. Whereas 
rural-urban migration made up merely partially for urban 
population losses, it compensated even less for the deficit in 
qualified urban labour.

Domestic migration has always played a decisive role in 
urban growth and, during the Soviet period, rural migrants 
were the main source. Migration from smaller towns and 
cities to large cities and metropolitan regions was also a 
distinct trend that continued after independence, mostly 
feeding the capitals Baku, Tbilisi and Yerevan - the three 
nations’ largest labour markets.

Over the past two decades, the subregion generated 
significant numbers of refugees and internally displaced 
persons (IDPs) due to violent tension and armed conflicts. The 
largest cities host the bulk of these. Baku, Ganja and Sumgayit 
accommodated 40 per cent of all IDPs in Azerbaijan. Tbilisi 
alone accounted for almost 38 per cent of the registered 
Georgian IDPs.7 Other major IDP concentrations emerged 

�
Georgian refugees from South Ossetia outside the Georgian parliament in Tbilisi. 
©Håkan Henriksson (Narking). Licensed under the Creative Commons Attribution 3.0 
Unported license
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Source: GeoStat; Armstat; Azstat

FIGURE 5.5: CHANGES IN ETHNIC STRUCTURES OF THE CAPITAL CITIES OF SOUTH CAUCASUS
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in Zugdidi and other small towns and in Georgia’s second-
largest city of Kutaisi. IDP concentrations in the subregion 
all exceed 10 per cent of their host town population, while 
for Zugdidi it is close to 30 per cent. Approximately 12.5 per 
cent of Armenian refugees live in Yerevan.8 Th ese infl ows 
turned the South Caucasus into one of the world’s highest 
concentration of forced migration per 1,000 inhabitants.

Migration processes, especially trans-national ones, can 
dramatically change the ethnic composition of countries and 
cities. Under the Russian Empire, the territories of modern 
Armenia, Azerbaijan and Georgia were settled by diff erent 
groups and the share of Armenians, Azeris and Georgians in 
their total population varied between 55 and 70 per cent. Th e 
then administrative centres (currently the capitals) had even 
smaller shares of nationals, so that in Tbilisi, for instance, 
Georgians were only the third-largest ethnic group (26 per 
cent) after Russians (30 per cent) and Armenians (29 per 
cent). In Yerevan, Armenians exceeded Azeris only by 1 per 
cent (43 and 42 per cent) and in Baku Azeris outnumbered 
Russians by only one per cent (36 and 35 per cent).

In the mid-1920s Armenia, both country-wide and in 
Yerevan, Armenians comprised well over 80 per cent of 
the population. Georgia and Azerbaijan saw more gradual 
ethnic homogenization of the population, including their 
capital cities. But by the time of the collapse of the Soviet 
Union, ‘titular’ nationalities in all three countries and their 
capitals signifi cantly prevailed over other ethnic groups. 

Th e post-independence ethno-political confl icts, civil 
war and rapidly deteriorating living conditions resulted in 
population homogenization at the urban and national levels. 
While trans-national migration trends have now stabilized 
or reversed, the impact of the mass emigration of 1990s will 
remain problematic and aff ect urban development through 
demographic ageing, low shares of economically-active 
population and associated diffi  culties of attracting new and 
maintaining existing businesses.

City Size and Population Distribution
National urban hierarchies are seriously imbalanced in 

the South Caucasus. Th e most pronounced discrepancy is 
the degree of urban primacy of national capitals that started 
emerging in the late 19th and early 20th centuries and that 
was strongly reinforced throughout the Socialist period. In 
Soviet times, capital cities and metropolitan regions were 
the disproportionate recipients of investments to promote 
urban growth and agglomeration, usually at the detriment 
of smaller settlements. Unrestrained encouragement of these 
growth poles in support of Soviet industrial development 
resulted in imbalanced urban hierarchies and has now 
escalated to the point that it should be a matter of concern 
to the governments of all three republics.

Fig. 5.6 illustrates the relative population sizes of Yerevan, 
Baku and Tbilisi in their respective countries. Yerevan 
represents 56 per cent of the total urban population; Baku and 
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FIGURE 5.8: POPULATION CHANGES IN LARGER CITIES OF  
SOUTH CAUCASUS

Source: GeoStat; Armstat; Azstat. Note: The abrupt population decrease of Gyumri in 1989 
was due to a devastating earthquake in 1988
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FIGURE 5.7: SOUTH CAUCASUS CAPITAL CITIES’ POPULATION GROWTH 
DYNAMICS 

Source: GeoStat; Armstat; Azstat 
Note: The stars mark the one million inhabitant point

Tbilisi 53 and 48 per cent, respectively. The subregion lacks 
intermediate cities of 500,000 to 1 million inhabitants and 
has only seven cities in the 100,000 - 500,000 inhabitants 
group of which only Ganja and Sumgayit exceed 300,000. 
Trends indicate further undesirable strengthening of urban 
primacy over the years to come. 

Although urban primacy sustained these capitals after 
independence despite economic crises and population 
outflows, they negatively affect national and subregional 
distribution of human capital, economic strength and 
infrastructure development. The subregion basically 
consists of three relatively large metropolitan areas in 
an otherwise rural context. It is extremely unlikely that 
any form of balanced urban hierarchy can emerge in the 
foreseeable future, which should be another area of major 
concern.

Population growth of the capital cities (see fig. 5.7) reflects 
huge difference between Baku and the two other capitals 

starting from 1970. The three capitals reached one million 
population levels in 1970s but then developed radically 
differently: During the 1980s, Baku continued to grow very 
fast. From 1990, Tbilisi and Yerevan started to decline 
while Baku kept growing, albeit more moderately. This was 
mostly because Baku received more refugees and IDPs, had 
significantly higher natural growth and lower out-migration 
rates, received more domestic migrants and benefitted from a 
stable, oil-based national economy.

The capital cities’ growth trends are fairly representative for 
other cities and towns in these countries. Fig. 5.8 shows that 
Azerbaijan’s cities over 100,000 all grew continuously during 
the past two decades, whereas they shrank in Armenia and 
Georgia. Recently, the South Caucasus public stimulation of 
non-capital cities and regions has been stepped up and may, 
perhaps, represent a policy trend. Nevertheless, they still lack 
well-defined, systematic spatial and social policies for urban 
and regional development.

0

500

1,000

1,500

2,000

GeorgiaAzerbaijanArmenia

Po
pu

la
tio

n 
(th

ou
sa

nd
s)

Source: National statistical agencies

FIGURE 5.6: RANK-SIZE DISTRIBUTION OF TOP-10 CITIES (2009)
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�
The port city of Batumi, Georgia. Georgia's gateway to the Black Sea means it is an important transport hub for the entire subregion. ©Zaur Margiev/Shutterstock

5.2 
The Economic Role of Cities

Cities and Regions 

The South Caucasus is the most remote and the 
least connected part of contemporary Europe. Th e 
subregion does not have common land boundaries 

with any other European country apart from European 
Russia, and all land connections with Europe go via Turkey 
or Russia. Georgia is the exception, as the Black Sea enables 
maritime access to Bulgaria and Romania. However, Georgian 
maritime transport is far from fully developed. Furthermore, 
maritime connectivity cannot completely compensate for the 
inadequate road and rail infrastructures.

Since the demise in around 1400 AD of the Silk Road, 
South Caucasian cities have never regained their importance 
in the global or continental context. Even in Socialist times 
the fast-growing cities of the Caucasus Union Republics were 
mere peripheral regional centers, because all external relations 
were conducted exclusively by Moscow. Consequently, at 
independence in 1991, the subregion found itself in a dead-
end corner of the former Soviet space, with closed boundaries 
to adjacent but hostile Turkey - a NATO member state - and 

strained relations with the Islamic Republic of Iran. Th ese 
boundaries have since reopened but the borders with the 
post-Soviet space, which had been open or even non-existing, 
soon closed due to ethno-political confl icts and war.

Th e geographic location of the South Caucasus makes it a 
promising region for connectivity with Western and Northern 
Europe, Russia, Central Asia and the Middle East. Th erefore, 
in the mid-1990s, an international transport cooperation 
programme Transport Corridor Europe-Caucasus-Asia 
(TRACECA) was initiated (see Map 5.5). TRACECA, with 
its permanent Secretariat in Baku, covers maritime, air, road 
and rail transport matters under the Baku Initiative 2011. 
Integrating the TRACECA Corridor with trans-European 
transport networks is a declared development priority for 
Azerbaijan and Georgia - a position shared by the European 
Commission. TRACECA facilitates major road, rail and energy 
(oil and gas) transportation projects: a new railway connection 
Baku-Tbilisi-Kars (BTK) is now being implemented in the 
context of the European Neighbourhood Policy, connecting 
the subregion to the EU space (See also Box 5.2).
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By default, aviation is the subregion’s main cargo and 
passenger transport mode to Europe. In recent years, 
destination coverage of direct fl ights has increased but 
statistics reveal that the subregion’s major airports are still 
mostly domestic transport nodes and that the subregion 
lacks a distinct regional transportation hub.

Rail transport, once a leading logistics mode, has contracted 
both in importance and capacity. By 2007 Azerbaijan’s 
railway traffi  c volume had dropped to less than half that of 
1991. Th e closure of the Armenian-Turkish border in 1997 
caused an estimated 30 per cent volume reduction. Despite 
the privatization of railway management in Georgia and the 
current BTK initiative, rail transport is likely to remain far 
below its potential.

Th e road network in the subregion - traditionally poor 
and which deteriorated even further during the 1990s – is 
now improving. Although many roads are still in a state of 
poor maintenance in all three countries, road reconstruction 
and highway construction are increasing. Improved rail 
and road infrastructures can increase the regional gateway 

role of Georgian port cities such as Poti and Batumi as 
transit hubs for freight to Azerbaijan and oil to landlocked 
Armenia. Although Poti and Batumi lag behind the 
more established Black Sea ports of Burgas, Constanta, 
Illichivsk, Novorossiysk and Odessa, their importance for 
the subregion is increasing. Poti has good prospects as part 
of Georgia’s new free economic zones. Th e Azeri Caspian 
Sea ports Baku and Dyubendi could become important 
for transporting Central Asian natural resources to Europe 
through the South Caucasus transport corridor which is 
rapidly picking up in signifi cance and showing perspectives 
for further growth.

Typology of the Subregion’s Cities 
South Caucasus cities, like other post-Soviet urban 

settlements, do not fi t EU city classifi cation. However, 
Soviet-time classifi cation based on employment structure 
provides both a reasonable description and diff erentiation 
of urban settlements. By this system, the following can be 
distinguished:

MAP 5.4: OPEN AND CLOSED BORDERS OF THE SOUTH CAUCASUS
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Source: World Bank, http://lnweb90.worldbank.org

MAP 5.5: TRACECA TRANSPORTATION CORRIDOR
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The BTK railroad agreement was signed 
in 2007. It will connect Baku and Tbilisi with 
Kars in Turkey. There are plans to extend 
the railway to Europe through the Marmaris 
Project once the tunnel under the Bosphorus 
becomes operational. It follows the East-
West oil and gas corridor (see Map 5.6) and 
aims at ensuring a future continuous railway 
connection between Baku and Tbilisi on the one 
hand and Turkey and the EU cities on the other. 
The BTK project includes constructing a 29 km 
segment in Georgia and a 76 km segment in 
Turkey. A 160 km section of the Akhalkalaki-
Marabda-Tbilisi railway in Georgia will be 
reconstructed to improve its carrying capacity 

to 15m cargo tons annually. The project 
costs are estimated at USD 422m and, if also 
taking into consideration the accompanying 
infrastructure, the total cost will amount to  
USD 600m.

The envisaged BTK rail and the Bosporus 
tunnel would be the connecting link between 
the Trans-European and Trans-Asian railway 
networks. Together with the construction of 
a new sea trade port at Alat in Azerbaijan, 
this would create a fast rail connection to 
transport goods from Asia to Europe and vice 
versa. According to forecasts, the BTK railroad 
will start by carrying about 1m passengers 
and 6.5m tons of cargo annually. By 2030, 

this should have increased to 3m and 17m  
tons respectively. 

Besides clear economic objectives, the 
project also has political implications. Armenia 
opposes any transportation corridor that 
would continue its isolation and reinforce its 
current logistical dependence on Georgia and 
the Islamic Republic of Iran. Armenia insisted 
that utilizing the existing railway between Kars 
and Gyumri in north-east Armenia would offer 
a better option. But Azerbaijan and Turkey are 
currently opposed to Armenian participation in 
any regional projects until Armenia withdraws 
its troops from Azerbaijan. This political 
deadlock prevents cooperation. 

BOX 5.2: THE BTK PROJECT AND ITS POLITICAL IMPLICATIONS

Multi-functional cities are the most developed and 
include, besides the capitals, other large cities with 
relatively diversified economies, such as Batumi and 
Kutaisi in Georgia and Gyumri in Armenia;
Industrial cities with 40-50 per cent of the labour 
force employed in industry/mining include Ganja, 
Khankandi, Mingechevir, Nakhchivan, Shaki, 
Shirvan, Siyazan and Sumgayit in Azerbaijan; 
Chiatura, Gardabani, Gori, Rustavi, Senaki, 
Tkibuli, Zestafoni and Zugdidi in Georgia and 
Alaverdi, Hrazdan and Kafan, in Armenia;
Transport cities with railway nodes and ports 
employing 15-20 per cent of the population in logistics 
include Khashuri, Poti and Samtredia in Georgia;
Mixed cities are smaller urban centres with a 
combination of relatively minor and non-dominating 
spheres of the economy. These include Aghdra, 
Goytapa, Khojavand, Khudat, Liman in Azerbaijan; 
Akhaltsikhe, Gurjaani, Khoni, Marneuli, 
Mtskheta, Ozurgeti and Telavi in Georgia and 
Ijevan in Armenia;
Resort or tourism cities with 15-20 per cent employed 
in tourism and recreation activities include Hajikand 
and Naftalan in Azerbaijan; Abastumani, Bakuriani, 
Borjomi, Kobuleti, Manglisi and Tskhaltubo in 
Georgia and Jermuk and Tsakhkadzor in Armenia; 
and
Administrative cities comprise a large number of small 
cities and towns, carrying limited industrial (mostly 
food and light industries) sometimes agricultural 
and tertiary (commerce, lower level/scale services) 
activities and performing the role of administrative 
centre for the surrounding areas and settlements such 
as municipalities.

Changes in economic and political conditions over time 
strongly influenced functional transformation of many 
settlements, especially so for industrial cities. Mono-
functional Georgian industrial cities like Rustavi, Tkibuli 
and Zestafoni or Gavar in Armenia lost population. Efforts 
to revitalize economic and industrial sectors or introduce 
new functions, assisted by limited flows of foreign direct 
investment, have only partially improved the economy over 
recent years.

Changes in the Urban Economy
As in other post-Socialist countries, the mass privatization 

of land, housing, and other economic sectors became prime 
transition features in the South Caucasus. Although degrees 
of libertarianism are different – higher in Georgia and lower 
in Azerbaijan – the shifts towards private ownership and 
entrepreneurship did not always translate into economic 
growth and prosperity.

Rising fossil fuel prices assured Azerbaijan of higher 
income and stable economic growth but the two other 
countries gradually began to fall behind (see Fig. 5.9). The 
cities’ and capital’s metropolitan areas in particular, have 
played key-roles in determining socio-economic trends. For 
instance, Tbilisi alone generated more than 40 per cent of 
Georgia’s GDP in 2010.9 The shares of the other two capitals 
in their national GDP are between 40 and 50 per cent. The 
aggregate share of cities in generating the domestic GDPs 
varied between 66 and 75 per cent.

As Fig. 5.9 and 5.10 show, Georgia experienced its  
worst economic blows immediately after the collapse of 
the USSR and the country is yet to fully recover. The 
share of Georgia’s industries fell dramatically because 
they were strongly tied up with Soviet Union enterprises. 
Mass privatization of agricultural land briefly stimulated 

Source: Suleymanli, A., The Baku-Tbilisi-Kars railway connection as an important section of the Trans-European Railway network. 
Workshop “Rail transport between Europe and Asia”, Istanbul, 2009. 
http://www.otif.org/fileadmin/user_upload/otif_verlinkte_files/03_news/02_Ausbildungskurs/02_1_Workshop_Istanbul/04be_Baku-Tbilisi-Kars_railway_connection.pdf
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production in this sector, bringing a relative increase in its 
share of the economy.

Th e collapse of industrial volumes catastrophically 
worsened socio-economic conditions, especially in the 
mono-functional industrial cities. Signifi cant shares of 
the urban population of these cities either emigrated or 
tried, mostly in vain, to establish other businesses. Mono-
functional industrial cities such as Chiatura, Rustavi, 
Tkibuli and Zestafoni lost up to one-third of their 
population. A limited industrial rebound since 2005 has 
not compensated for these population, employment and 
income losses. But Georgia soon started the revitalization of 

0
10
20
30
40
50
60
70
80
90

100

2010200119951990

%

Other services

Transport and
communication

Trade

Construction

Industry

Agriculture

FIGURE 5.10: CHANGES IN GDP STRUCTURE, GEORGIA

Source: Sakartvelos geografi a [Geography of Georgia]. Part II. Social-Economic Geography, 
Tbilisi, 2003; GeoStat

0

2

4

6

8

10

12

201120092008200720062005200019951990

GeorgiaAzerbaijan Armenia

GD
P/

Ca
pi

ta
 U

S$
 th

ou
sa

nd
s

FIGURE 5.9: GDP/CAPITA , ARMENIA, AZERBAIJAN AND GEORGIA (IN 
USD THOUSAND PPP)

Source: Human Development Report 2011; Georgia – GDP per capita, IndexMundi, 2011.  
http://www.indexmundi.com/facts/georgia/gdp-per-capita

�
A drilling rig at a producing oil fi eld near Baku, Azerbaijan. The oil sector contributes more 
than 55 per cent to Azerbaijan's GDP. ©Northfoto/Shutterstock

its old enterprises and introduced new ones and 2010 saw 
a signifi cant reduction of the GDP share of agriculture in 
favour of the urban-based services and some recovery of 
urban-industrial activities.

Likewise, Armenia’s economy contracted by 60 per cent 
from 1989 to 1994 but then started to recover rapidly due 
to political stabilization and continued linkages with the 
Russian economy and Russian investment capital. However, 
the narrow export base make Armenia’s economy very 
susceptible to external shocks.

Azerbaijan’s economic recovery took almost 15 years and 
began to sky-rocket after 2000 on the back of rising oil 
prices. Between 2003 and 2008, Azerbaijan’s GDP grew 
an astonishing 2,600 per cent and it still grows, albeit less 
rapidly. Th e oil sector constitutes more than 55 per cent of 
this growing economy.

Th e disproportionate economic development and role of 
the South Caucasus capitals in the GDP is fully refl ected in 
their shares in the economy. Yerevan-based urban enterprises 
produce 43 per cent of the total industrial production of 
Armenia. Almost 55 per cent of Azerbaijan’s industrial 
employees are concentrated in Baku, while the second and 
third industrial centres, Sumgayit and Ganja, host less than 
eight and less than fi ve per cent of the industrial workers, 
respectively. Likewise, Tbilisi contributes two-thirds of the 
national product in Georgia, engaging 58 per cent of the 
labour force. Th e adjacent Kvemo Kartli region with the city 
of Rustavi and a few other smaller industrial towns such 
as Bolnisi and Gardabani make up another 10.7 per cent 
of domestic output. If one takes into account that Tbilisi 
and Rustavi constitute the Georgian capital’s metropolitan 
area, while Baku and Sumgayit do the same for Azerbaijan, 
it should be clear that territorial concentration of economic 
activities in these countries is even higher than the above 
statistics indicate. It is therefore not surprising that capital 
investments and foreign direct investments are primarily 
directed at these urban economic poles.
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Georgia has been heavily dependent on foreign direct 
investments (FDI) as the driving factor behind its economic 
growth since 2003. FDI grew from less than USD 200m in 
the early 2000s to more than USD 1.5bn in 2007 because 
of its continuously-reforming economy and improvements 
to its business environment. Georgia now ranks among the 
world’s top 20 best countries for doing business and is the 
best among East and Central European countries.10

Azerbaijan’s economy depends significantly on the 
energy sector and attracted much larger FDI flows than its 
two neighbours during 1995-2004.11 FDI hit USD 3.4bn 
in 2007 but was less than USD 1 bn in 2009 and 2010. 
Nevertheless, it is assumed by Standard & Poor that FDI 
flows to Azerbaijan will soon increase again. USD 10 bn is 
expected for developing the giant Azeri-Chirag-Gunashli oil 
fields in the Caspian Sea and USD 20 bn for the Shahdaniz 
gas field.12

Armenia, despite high growth rates in FDI, still 
lags behind Azerbaijan and Georgia. These flows have 
amounted to between USD 0.5 and 1 bn over the past few 
years and focused on communications, power supply and 
transportation. More than half comes from the Russian 
Federation, making the Armenian economy more vulnerable 
than the more diversified sources of Azerbaijan and Georgia.

During recent years, the subregion has seen new stimuli to 
cities and regions beyond the capitals but these interventions 
are still not adequately defined and institutionalized in 
policy documents. Georgia may be the subregional leader 
in decentralization but remains without a consistent and 
targeted policy orientation towards building a more balanced 
urban hierarchy. The domestic dominance of Tbilisi will not 
be challenged in the near future. This applies even stronger 
to Baku and Yerevan.

Urban Poverty
In Soviet times, Armenia and Georgia had sufficient 

human resources and capacities for developing modern 
branches of the economy (electronics, chemical industries 
and biotechnology), but the subregion never became a place 
of concentrated innovation and R&D in the Soviet space. 
The more traditional branches of industry (metallurgy, 
textile and food processing) and services prevailed. Scientific 
centres and innovative enterprises were strongly connected 
with the Soviet military-industrial complex but after the 
collapse of the USSR those links were cut and funding 
terminated. The qualified labour (engineers, software 
developers and physicists) either changed occupation or 
emigrated, dramatically reducing both the quantity and 
quality of the innovative human capital and badly affecting 
national economies.

In the immediate post-Socialist era, unemployment 
rates rose to between 15 and 30 per cent. Although these 
figures have somewhat improved in recent years, Georgian 
unemployment still remains high. Armenia, however, claims 
that its unemployment rates dropped from 31.6 per cent in 
2004 to 7.1 per cent in 2007, while Azerbaijan claims an 

unemployment reduction from 16 per cent in 2003 to just 1.1 
per cent in 2004. Azerbaijan and its hydrocarbon economy 
has better arguments to claim such dramatic unemployment 
reductions than Armenia but even the Azeri claim of near 
overnight elimination of unemployment should raise at least 
a degree of doubt.

Employment statistics in all three countries consider any 
rural dweller with agricultural land to be self-employed. As 
a result, Georgia’s 2007 official unemployment rate for rural 
areas was just above 4 per cent, compared to 26 per cent in 
urban areas and 30 per cent in Tbilisi. It should therefore 
be assumed that present unemployment data interpretations 
could be at significant variance with the reality.

Poverty trends are very different among the three 
countries. National poverty is significantly lower in 
Azerbaijan than in the two other countries. Azerbaijan 
claims a spectacular poverty reduction from 49.6 per cent 
in 2001 to 15.8 per cent in 2008 and explains this by its 
fast-growing GDP, which is more than twice that of Georgia 
and Armenia. Azerbaijan’s urban areas experienced more 
rapid poverty declines than rural areas: from 55.7 per cent 
in 2001 to 14.8 per cent in 2008 for urban areas and from 
43.5 per cent in 2001 to 17 per cent in 2008 in rural ones. 
Consequently, 51 per cent of the Azeri poor now live in 
rural areas. However, intra-urban disparities remain large 
and have grown, particularly between Baku (9.3 per cent in 
2008, down from 49 per cent in 2001) and other Azeri urban  
settlements (around 20 per cent in 2008).

After 2008, poverty notably increased in Armenia  
and reached almost 36 per cent with more than four per cent 
of the population in extreme poverty. The 2008 economic 
crisis hit the Armenian economy hard and the key factor 
behind the increased poverty between 2008 and 2010 was 
a 14 per cent economic decline in 2009 which, together 
with increasing income inequality, contributed to decreased 
consumption. Armenian poverty levels reached 27.1 per cent 
in Yerevan but are even higher in other urban areas (45.5 
per cent). However, because of its high share of the total 
population, Yerevan nevertheless hosts 34.2 per cent of the 
nation’s poor.

The global recession and the war with Russia resulted in 
increased poverty incidence and severity in Georgia. Poverty 
increased from 22.7 per cent in 2008 to 25 per cent in 2010. 
The poverty rate in Tbilisi is significantly lower than the 
country’s average.

Poverty, even where diminishing, still remains acute in 
the subregion and governments should and could do much 
more towards its eradication. Vulnerable groups include 
refugees, IDPs, the disabled, street children, pensioners, 
long-term unemployed and large families. Despite social 
security programmes, many of the subregion’s households 
suffer from lack of income. Systematic social support by the 
public sector makes vulnerable groups even more vulnerable 
to worsening socio-economic exclusion. Refugees and IDPs 
are particularly deprived because of their very limited access 
to adequate housing.



T
H
E 

ST
AT

E 
O

F 
EU

RO
PE

A
N

 C
IT

IE
S 

IN
 T

RA
N

SI
T

IO
N

 2
01

3

218

�
Soviet-era public school and residential blocks in the southeast Tbilisi suburbs of Varketili and Vazisubani. Source: Kober/Public domain

5.3 
Social and Housing Issues

Major Changes in the Housing Sector

Land and real estate, including housing, were 
nationalized immediately after the Socialist Revolution 
of 1917. Th e early decrees of Sovietized Russia such 

as Th e Decree on Land of 1917 and On Abolition of Private 
Ownership of Real Estate of 1918 aimed at the expropriation 
of real estate from ‘the enemies of the proletariat’ (the 
aristocracy, bourgeoisies, wealthy farmers, traders and 
businessmen) and its redistribution among the working class. 
Th ese legal acts promoted ‘communalization’ of the housing 
stock and envisaged delivery to the citizenry of a minimum 
individual residential living space (usually less than 9 m2) 
with collective use of domestic facilities such as kitchens, 
lavatories etc. Th e prescribed publicly-controlled limitations 
of living and personal space assured a social stratifi cation 
of access to housing as desired by a regime that aimed at 
creating a homo sovieticus.

As a newly-incorporated part of the Soviet space, the South 
Caucasus countries embraced the above processes, albeit 
only from 1920/1 onwards. Consequently, constitutional 

provisions in place in 1921, such as individuals’ rights 
of free movement and settlement and illegality of forced 
expropriation in Georgia, for instance, were replaced by 
these new regulations.

Th e communalization of dwellings, despite providing 
relative relief to mass homelessness, did not solve existing 
housing problems. Urban-based mass industrialisation 
and increasing rural-urban migration kept urban housing 
shortages unresolved for many decades, including throughout 
the Stalin period (1930-50s), because the relatively few good-
quality housing units were built only in the capitals and 
larger cities.

A breakthrough occurred after the 1960s with the 
introduction of mass housing programmes targeting the 
ever-growing urban populations and the escalating housing 
needs in all large Soviet cities. Th ese interventions resulted, 
initially, in rapid proliferation of low-quality, standardized 
apartment blocks known as ‘khrushchevkas’. From the 1970s 
onwards, more elaborated pre-fabicated multi-apartment 
residential units were delivered but even these mass housing 
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�
Stepanavan, Armenia. Mothers and children outside their home in an oil tank in 2004. In 1988 an earthquake destroyed almost every house in the region and for many people oil containers 
became their permanent homes. ©Tim Dirven/Panos Pictures

programmes could neither cater for timely delivery of 
sufficient numbers of residential units for escalating urban 
populations nor satisfy the growing demand for higher 
residential living standards. 

Cohabitation of several generations in a single dwelling 
started to become less and less acceptable, even though 
this coincided with declining average family sizes in the 
subregion. Therefore, urban housing remained an acute 
social problem with long waiting lists for new flats in almost 
all urban settlements. In the largest cities, waiting times of a 
decade or more were common.

Nevertheless, at independence, the South Caucasus 
countries did not have a significant homelessness problem. 
The real problem was a massive need for upgrading housing 
and living conditions. In Armenia, the situation was 
aggravated by a devastating earthquake in 1988, when the 
town of Spitak (16,000 inhabitants) was completely leveled 
and the country’s second largest city, Gyumry with a 
250,000 population, lost 80 per cent of its housing. The first 
decade of independence also saw dramatic drops in housing 

construction in all three countries due to political unrest and 
economic decline. 

Land reform and property privatization introduced in the 
1990s have significantly changed the legal status of housing. 
Housing privatization was launched in Armenia, Azerbaijan 
and Georgia with the adoption of legislation in 1993. 
Armenia and Georgia privatized their housing stock free-
of-charge, while Azerbaijan applied symbolic fees. About 96 
per cent of the housing stock in Armenia and 95 per cent in 
Georgia had been privatized by 2000. In Azerbaijan it took 
until 2009 for 85 per cent of the houses to be transferred to 
private ownership. Consequently, the South Caucasus now 
has heavy strata of owner-occupants.

Social Inequality, Exclusion and  
Spatial Segregation

Despite privatization, or perhaps because of it, housing 
is still not equally accessible to every citizen in the South 
Caucasus. Although the Soviet ideology propagated social 
equality and welfare, spatial equality differences have always 
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occurred. Th e largest cities in the South Caucasus, like 
all other large cities of the Soviet Union, provided many 
examples of signifi cant intra-urban diff erences in quality 
and prestige that became criteria of social segregation. 
Segregation was, perhaps, not as deep as in Western 
(Capitalist) cities but it clearly existed throughout the Soviet 
period and generated black market prices for apartments and 
land. Although offi  cially there were no land and housing 
markets, house price diff erentials among neighbourhoods 
could be quite signifi cant.13 In cosmopolitan cities such as 
Tbilisi, a degree of ethnic segregation also occurred, such as 
the Avlabari neighbourhood settled mostly by Armenians, 
Puris Moedani inhabited by Jews or Abanotubani where 
(mostly Azeri) Muslims dominated.

Political and industrial vested interests with access to 
central control played a decisive role in the social and 
spatial stratifi cation of cities such as Rustavi and Sumgayit
by allocating employee housing to the preferential urban 
districts. Since social and spatial segregation offi  cially 
remained mostly unrecognized in Soviet urban studies, 
some researchers used indirect inequality indicators like 
environmental quality, land-use patterns, quality of social 
infrastructure and prevalent levels of crime to describe 
stratifi cations in urban space.14

Map 5.7 shows such a qualitative geography for Tbilisi, 
where environmental quality declined both from the centre 
to the peripheries and clockwise from west to south-east. In 

Soviet times, there was a clear spatial correlation between 
social hierarchy and environmental quality. Additionally, 
an equally striking geographic distribution of the share of 
non-Georgians - from less than 15 per cent in the prestigious 
western neighbourhoods to almost 50 per cent in the less-
attractive eastern districts - could be observed.

Housing Conditions and Typology
Th e subregion’s urban housing stock could be classifi ed 

as follows:
(i) Pre-Soviet housing (pre-1920), mostly in the central 

parts of larger historic cities;
(ii) Early-Soviet housing (1920-1950s), predominantly in 

the areas surrounding the city centre;
(iii) Mass housing of the late-Soviet era (1960-1980s), 

multi-storey apartment blocks in mid-city areas, early 
suburbs and peripheral areas;

(iv) Post-Soviet (1990-2010), multi-apartment housing 
mostly found in central districts until the mid-2000s 
and more recently all over the city; and

(v) Individual houses of diff erent periods and types 
(mostly detached) found everywhere in the city 
depending on their age but mostly in the suburbs, 
exurbs15 and on mountain slopes.

Although there is no information on the exact proportion 
of each of these categories in the total housing stock, the 
Soviet-era mass housing estates, due to the tremendous 
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MAP 5.7: ENVIRONMENTAL QUALITY DIFFERENCES IN TBILISI, 1990
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BOX 5.3: APARTMENT BUILDING EXTENSION (ABE) IN GEORGIA

��
ABEs in Tbilisi, Georgia

Source: Bouzarovski, S., Salukvadze J., Gentile. M., A Socially Resilient Urban Transition? The Contested Landscapes of Apartment building extensions in Two Post-communist Cities, 
Urban Studies, Volume 48, issue 13, 2011: 2689-2714

In 1989, the last Socialist Government 
of Georgia issued a legal act permitting 
residents to expand their domestic living area 
by enclosing balconies, loggias and verandas 
or adding extensions to their apartments, 
provided they submitted the plans for 
building permission. This act dramatically 
transformed many housing districts through 
the sheer number of apartment building 
extensions (ABEs). Numerous structurally and 
aesthetically questionable extensions were 
constructed in this highly seismic region. The 
average amount of additional space amounted 
to over 60 per cent of the original living space 
and was therefore quite an attractive option  
but buildings acquired a makeshift look with 
structural extensions that sometimes even 
exceeded the existing buildings original 
dimensions. Many of these extensions were 
carried out without permission or appropriate 
safety standards and many remain unfinished.

The emergence of a favourable political 
context for the construction of ABEs in Georgia 

was predicated on the chronic shortage of 
housing and the historically low residential 
mobility in the USSR. The construction boom 
in the wake of the relaxation of planning 
regulations shows that ABEs are directly linked 
to lack of dwelling space in Georgia and that 
the primary reason for their expansion lies in 
the need for in situ adjustments to the size and 
functions of the home.

Interviews with households revealed 
that the rise of the ABE phenomenon was 
also fuelled by cultural factors, as families 
who had recently migrated from rural areas 
felt a strong emotional attachment to the 
cohabitation of the extended family. Having 
adapted to their urban apartments, they 
preferred to increase the size to cater for multi- 
generational cohabitation.

The sheer desire for some additional 
residential space drove a significant share of, 
for instance, the Tbilisi population to forego 
safety, health and the image of their living 
place. This reveals a global phenomenon that 

moving to the city does not automatically turn 
people into homo urbanus. There is a tendency, 
especially among new arrivals, to carry over 
their distinct rural traits and cultures to the 
city and transform these into pseudo-urban 
behaviour and cultures.

By significantly enlarging apartment 
sizes where such alterations are difficult 
to implement safely (and therefore rare 
in other post-Socialist states where  
planning controls are stricter), ABEs have 
provided a major tool for in situ housing 
adjustment that has helped to ‘improve’  
urban living conditions. Since the ABE 
phenomenon is also widespread in Baku, 
Yerevan, Ganja and other cities of the South 
Caucasus the authorities in the subregion 
should correctly interpret the message 
embedded in these household strategies 
and informal practices as a loud demand for 
mass interventions in the residential sector 
and for broad transformation of current  
housing conditions.
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volumes built, dominate the cityscapes of South Caucasian 
cities.

During the 2000s, post-Soviet high-rise blocks started 
to occupy signifi cant areas of capital and other large cities, 
and their share in the housing stock grew everywhere. In the 
smaller cities, estates of individual housing units constituted 
the largest share.

After independence, the 9 m2 norm for individual living 
space established throughout the Soviet era was signifi cantly 
increased in the South Caucasus. However, today’s actual 
rates still lag behind those of European cities. Th e largest 
average per capita fl oor space is found in Armenia (26.7 m2), 
the lowest in Azerbaijan (12.5 m2). In Tbilisi, the per capita 
average is 16.1 m2, which allows for a country-wide estimate 
of about 20 m2. Per capita living space is larger in the rural 
areas of all three countries (in Armenia 35 versus 22 m2).

In 2010, the total Armenian housing stock was 
86.5 million m2, in Azerbaijan 109.4 million m2 and an 
estimated 90-100 million m2 in Georgia. Most units are 
multi-storey apartments (e.g. 68 per cent in Armenia). In 
Azerbaijan, 30 per cent of the total housing stock is found 
in Baku where the share of multi-apartment blocks is very 
high (no fi gures available) as in other large Azerbaijani cities. 
In Georgia, 67 per cent of the urban households live in fl ats, 
whereas 94 per cent of the rural dwellers have detached 
single-family houses.

Given the prevalence of old Soviet multi-apartment urban 
housing units, housing problems are similar throughout 
the subregion. If compared to the Slavic and Baltic States, 
the quality of Soviet era housing was lower in the South 
Caucasus, it had less unit variety, and had been built 
cheaply and quickly to accommodate mushrooming urban 
populations. Housing quality was also lower because theft 
of construction materials by contractors was rife (for illegal 
reselling or for the construction of dachas or summer-
houses). From the late-1970s onwards, mass housing in 
non-capital cities and in the capitals’ urban peripheries 
often received poorly-operating or incomplete utilities 
and physical infrastructures.

Since the late-1980s, and especially after independence 
when national economies and incomes declined, increasing 
residential space through extensions became a major urban 
housing activity. Th e construction of extensions was legal in 
Georgia and, until 1991, executed by state building companies 
applying prescribed norms. However, after abolition of these 
state building companies and removal of controls in the 
1990s, apartment extension became an informal and chaotic 
mass phenomenon. Added to existing apartment units 
by non-skilled labour or the occupants themselves, these 
extensions not only signifi cantly deteriorated the appearance 
of cityscapes, they also dramatically brought down safety 
and the creation of ‘vertical slums’16 (See Box 5.3).

Housing Supply and Aff ordability
By the early 2000s, the subregion faced signifi cant unmet 

housing demand, both in terms of volumes and quality. Th e 

relatively-improved economic situation generated increased 
demand for new and better quality housing. With the 
privatization of real estate, commercial housing projects 
began to emerge in signifi cantly increasing volumes on a 
year-to-year basis, providing more spacious and comfortable 
housing types non-existent in the Soviet times and which 
were particularly attractive to young families and the better-
off  urbanites. Construction booms rapidly unfolded when 
banks showed increasing willingness to fi nance these housing 
developments. Th is triggered both heavy competition 
for the best urban sites for multi-apartment housing and 
signifi cantly higher housing prices.

During the construction boom from 2004 to 2008, house 
prices in Armenia increased 250 to 300 per cent. Apartments 
in central Yerevan jumped from USD 400 to 500/m2 in 
2004 to USD 1,500/m2 in the city centre by 2008 and USD 
1,000/m2 in other parts of the capital. In Azerbaijan, the 
price of one square metre in the center of Baku had risen to 
AZN 5,000 (USD 6,500) by 2008. Th e situation in Georgia 
was not much diff erent: between 2004 and 2008, central 
Tbilisi apartment prices tripled from USD 400 to USD 
1,300/m2 and from USD 250 to USD 850 in other parts of 
the city. Moderate bank credit availability in Georgia allowed 
regularly employed citizens to buy an apartment. But many 
fl ats were purchased through remittances as speculative 
investments by expatriate absentee-owners who mostly did 
not rent them out, leading to very high vacancy rates (e.g. 
more than 1 million m2 country-wide in Azerbaijan).

Th ese increased housing prices - excessive relative to the 
low average incomes – also rendered housing unaff ordable 
for many citizens and, according to local real estate experts 
interviewed in 2011, only 10 to 15 per cent of the population 
of Georgia can now aff ord a fl at in the new housing estates 
and large segments of the population remain unserved.

To expand the market, developers in the South Caucasus  
off er less costly shell-and-core projects, only providing 
the main structure of the apartment and leaving internal 
design and fi nishes to the new owners. In Baku these now 
comprise 95 per cent of all new housing delivered.17 It was 
only recently that the share of fully-completed apartments in 
the new housing stock started to grow again and a few gated 
communities have appeared in the larger cities.

A matter of some concern, however, is the quality of 
this new housing. In Azerbaijan, for instance, imported 
and locally-produced construction materials are neither 
standardized nor certifi ed. Construction equipment mostly 
dates from the Soviet period, while the construction sector 
also lacks local professionals.18 Azerbaijan is clearly not an 
exception in the subregion in this respect.

Another matter of some concern is that new housing 
construction took place mostly in the capitals - fi rst in the 
central parts, next in the areas adjacent to the centre and, 
later, at the urban outskirts. Between 2004 and 2008, 80-90 
per cent of all Armenian new housing developments were 
located in Yerevan. Likewise, 60-70 per cent of Georgia’s 
new housing construction was concentrated in Tbilisi. 
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The picture is even worse at the region-wide scale, because 
Baku, Batumi, Ganja, Gyumri, Sumgayit, Tbilisi and 
Yerevan capture almost the entire new housing stock. The 
main reason for this is that construction of such housing 
in other cities was not profitable for developers because  
of much lower solvency in secondary cities, while an 
abundance of vacant houses in depopulated settlements also 
did not help.

Services and Utilities
The provision of utilities and other amenities is generally 

better organized in urban housing estates, as they are 
constructed to meet the demands of customers. However, 
many cities, even the capitals, still remain short on essential 
services and utilities. By 2008, only Tbilisi provided 24-
hour water supply, while Baku and Yerevan achieved just 
18 hours. Other cities in the subregion perform even worse. 

Electricity is now supplied 24 hours/day, or close to that, 
in almost all cities, but apart from the capitals, residential 
heating remains problematic. District and neighbourhood 
heating has disappeared from most cities, including some 
areas of Tbilisi. Sewerage, gas and hot water are provided 
in the capitals but delivery is problematic or absent in many 
other cities.

Azerbaijan’s urban services delivery and its networks are 
still incomplete. Water supply reaches 89.8 per cent of multi-

family houses, heating 68.1 per cent, gas 87.4 per cent and 
hot water only 11.7 per cent. Drinking water quality is also 
not up to standard. Water and sanitation systems are of low 
quality and suffer from damage. Overall communal service 
provision is considered below standard.19 Utility services 
in the majority of Armenian and Georgian cities clearly 
remain problematic. Services provision has been privatized 
at a larger scale in Armenia and Georgia than in Azerbaijan. 
These private companies invest more in systemic upgrading 
but inevitably charge significantly more.

Given the large number of privatized apartments, the 
Armenian rental market is relatively small. The largest 
category is public rental of units transferred to local 
governments (approximately four per cent of the apartment 
stock). The private rental market is very small too and mostly 
found in Yerevan. There is no rent control. Landlords set 
the rents and most private leases are concluded informally 
without notarization and state registration. Rents in the 
private market in the early 2000s varied from USD 50 per 
month at the low end to between USD 250 and USD 400 per 
month at the top end; the latter mainly rented to companies 
or expatriates.

The rental market in Georgia is weak and mostly 
unofficial. During the housing boom-bust cycle, rental 
prices rose and then declined only moderately if compared  
to purchase prices. 

�
Between 2004 and 2008, 80-90 per cent of all Armenian new housing developments were located in Yerevan. ©Chubykin Arkady/Shutterstock
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Informal Housing and Homelessness
Informal housing is still widespread in all three South 

Caucasus countries, adding to the problems of their 
respective housing sectors and hindering eff ective operations 
of property markets. Squatting in state and municipal 
structures and absence of proof of ownership, building 
permission and cadastral reference are the most common 
causes of informality. In fewer cases, informality is the result 
of unsafe structures and locations or extension of existing 
buildings without permit and/or in violation of norms 
and standards.20

Informal housing incidence is highest in Azerbaijan 
with an estimated 800,000 structures, 500,000 of which 
just in the Baku region. IDPs are the leading cause of 
this informality (90 per cent)21 as many IDP families built 
without permission on vacant land or in dangerous areas. 

In Armenia, according to the Ministry of Urban 
Development, the number of homeless households and 
households in need of improved housing conditions exceeds 
66,000 or 8.4 per cent of the population. Of these, 30,000 
(3.8 per cent) are homeless and live in domics (temporary 
metal, wooden or stone structures) in public buildings 
or in temporary shelter. Th e government tries to resolve 
informality mostly by simply declaring them legal and it is 
not common for improvements to precede legalization.22

In Georgia, IDPs are also the major cause of low-quality 

and informal settlement in Tbilisi, Rustavi, Zugdidi and 
other cities. IDPs occupy former public buildings or squat on 
land. Other causes of illegality are questionable extensions 
or unsafe housing conditions. Th e major part of Georgia’s 
housing stock - regardless of tenure - requires rehabilitation 
if not reconstruction. In some districts of Tbilisi, entire 
housing estates have deteriorated into urban slums, while 
the 2002 earthquake resulted in more than 20,000 badly 
damaged houses.

Th ere is an obvious and signifi cant shortage of adequate 
social housing throughout the subregion. Th e fragmented 
interventions and unrealistically small-scale social housing 
provision projects have little impact. Armenia, however, 
approved a government concept for social housing in 2010 
under which the government established a social housing 
fund for refugees and socially disadvantaged families.23 

Housing Management and Finance
Th e eff ective management of housing estates, especially 

multi-apartment buildings with individual privatized 
fl ats, remains unresolved in the subregion. In Soviet 
times, the housing stock was managed and maintained by 
public housing management units which no longer exist 
in Armenia and Georgia. In Azerbaijan they do because 
the surrounding land and common property of multi-
apartment dwellings belong to the State or municipality and 

��
Tserovani IDP settlement, a colourful assortment of identical single dwelling houses that the Georgian government erected to house over 2,000 families who had to leave South Ossetia in 2008. 
©International Crisis Group. Licensed under the Creative Commons Attribution-Share Alike 2.0 Generic license
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their management remains their responsibility. Apartment 
dwellers, regardless of the legal status of the property, 
should pay annual maintenance fees (from AZN 0.01 to 
0.02 per m2). They usually don’t because efficient collection 
is lacking. Also, there is no maintenance tradition, as the 
bulk of the multi-apartment structures have never, even 
during the Soviet era, benefitted from any maintenance 
whatsoever. Leaking roofs, broken elevators, lack of thermal 
insulation, neglected common areas and structural problems 
have all become endemic and, in some cases, have rendered  
buildings unsafe.

Over the past 15 years, the majority of multi-family housing 
estates in Azerbaijan have also not been repaired or renovated. 
Lack of knowledge on housing stock rehabilitation and 
renewal investment, combined with inefficient management 
have exacerbated deterioration of the multi-family housing 
stock, both in Baku and in provincial cities.24

Unlike Azerbaijan, there is a ‘Condominiums Law’ in 
Armenia, adapted in 2000. In Georgia, a 2007 ‘Law on 
Homeowners’ Associations’ was adopted to help manage 
multi-family housing complexes. But the transformation 
to new management systems was not smooth. Reportedly, 
only 20 per cent of the registered condominium associations 
are effective, as most owners do not accept responsibility 
for common property. There is a lack of resources, lack of 
competition among service providers and maintenance 
companies, nonpayment of service fees by local governments, 
lack of knowledge and information by residents and low 
managerial skill levels among management bodies.25

In Georgia, however, the creation of homeowners’ 
associations has significantly improved maintenance, 
especially in Tbilisi. Buildings managed by such associations 
are eligible to municipal co-financing for repair of common 
(roofs, staircases) and public spaces (courtyards). Between 50 
and 90 per cent of the costs are covered by the municipalities. 
In 2007 there were already 2,600 such associations in Tbilisi 
and their number is rising.

The banking sector in all three countries started to play 
a significant role only during the housing boom. Recently-
established mortgage markets quickly became significant in 
Baku, Tbilisi and in Yerevan but not in other cities where 
property markets remain underdeveloped because of low 
solvency levels.

The housing boom from 2000 up to the 2008 crisis, 
especially in the prestigious central parts of capital cities, 
saw developers selling apartments at 30-40 per cent discount 
rates prior to the start of construction. In Georgia this 
phenomenon was popularly called ‘selling air’ because it 
offered no legal protection whatsoever. Consequently, during 
the 2008-2009 housing market crisis, many depositors 
suffered when developers went bust with the drying up of 
this pre-financing mechanism.26 In Tbilisi, housing projects 
were frozen for undetermined periods until the municipality 
stepped in and mediated between banks and developers in 
2011. The intervention led to a win-win situation whereby 
pending flats could be delivered to the municipality at 

USD400/m2, significantly below average market prices but 
still covering developers’ expenditures while simultaneously 
resolving banks’ exposure to illiquid properties and  
negative equity.

Housing Policy
Despite the subregion’s huge transformations in the 

housing sector, several matters remain unresolved. Lack of 
comprehensive national housing policies is a leading cause 
of piecemeal and fragmented interventions, ad hoc public 
decisions and inappropriate priority setting.

Although Armenia has adopted several laws and 
regulations, these do not close the gaps in housing legislation 
and leave serious governance voids. Armenia lacks clear 
policies on housing strategy development; state social housing 
responsibilities; authority and responsibility allocation 
among central and local levels; private-sector involvement 
in housing provision and finance; improvement of eviction, 
foreclosure and bankruptcy mechanisms and implementation 
and enforcement of acts, laws and regulations.27 Recent 
social housing achievements in Armenia nevertheless include 
numerous successful interventions providing housing to 
vulnerable groups, including earthquake-displaced and 
refugee households, young families, and people with 
disabilities or partial mobility. However laudable these 
interventions may be, they remain ad hoc, creating new 
inequalities and lacking predictability due to their non-
systemic nature.28

Azerbaijan does not have any state institution responsible 
for national housing policy and associated activities. 
Housing is regulated through normative acts, but legislation 
is unclear and incomplete. However, some government 
documents - the ‘State Programme of Social-Economic 
Development of the Regions of the Republic of Azerbaijan 
(2009–2013)’ and the ‘State Programme on Poverty 
Reduction and Sustainable Development’ - indirectly envisage 
enhancement of living conditions through improved utilities 
and public infrastructures, developing a sustainable social 
protection system, and improving the living conditions of 
IDPs. The adoption of an Urban Planning and Construction 
Code for Azerbaijan was under consideration in Parliament  
in 2012. 

Georgia also lacks a long-term housing strategy and 
essential legislation, including for social housing. Many 
housing activities are carried out through ad hoc projects. 
The more recent housing developments in Tbilisi and 
many other cities in Georgia generally lack investment and 
upgrading elements. Maintenance remains problematic, 
sometimes in spite of a generally good cooperation 
between the municipalities and now mushrooming house  
owners’ associations.

Despite improvements in the housing sector of the 
subregion in recent years, the establishment of well- 
elaborated housing polices is still required for providing 
decent housing conditions in the three countries of the 
region and in their urban areas in particular.
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�
The Mingachevir reservoir in northwestern Azerbaijan is the largest reservoir in the Caucasus supplying water to the Upper Karabakh and Upper Shirvan channels. The reservoir is fed by the Kura 
River, of which pollution is a major problem. The largest hydroelectric power station of Azerbaijan is located on the reservoir. Source: NASA/Public domain

5.4 
Urban Environmental Challenges 

Transformation of the Sector

During Soviet rule, the provision of public utilities, 
mobility and transport services had been weak 
points in urban environmental governance 

throughout the Soviet space and, by extension, also in 
the South Caucasus. Th e prioritization of industrial 
development over environmental matters was beyond doubt, 
contributing further to urban environmental deterioration. 
Th e rapid dissolution of Soviet urban management and 
fi nancing system, combined with overall political and 
socio-economic hardship in the subregion perpetuated low 
environmental priorities.

However, the past decade’s spectacular economic growth 
and the subregion’s aspiration to seek compliance with EU 
standards generated remarkable transformations. One of 
the most noteworthy was ‘destatization’ of many utility and 
transport services. Armenia and Georgia applied the most 
liberal reform and in Georgia, for instance, almost all urban 
utility systems are now under private management and/

or ownership. Due to cultural, political and institutional 
specifi cities, Azerbaijan achieved lower degrees of 
privatization in the utility and transport sectors. More eff ort 
and funding are still needed for substantial environmental 
improvements and towards healthier urban environments.

Water, Sanitation and Waste Management
Th e utility systems of South Caucasus countries, already 

incomplete, poorly managed and obsolete by the time of 
the demise of the USSR, have seen further deterioration 
since independence. However, all three countries have 
recently started renovation of their utility provision concepts 
and systems.

Water resources in Azerbaijan are scanty and unevenly 
distributed. Water supply and sewerage systems are obsolete, 
damaged and in some places dysfunctional. Baku, Ganja
and Sumgayit have around 95 per cent access to water 
supply, but for other cities it is in the low 80s and in rural 
places about 11 per cent.29 Overall, only 50 per cent of 
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Azerbaijan’s population is supplied with potable water, out of 
which just 15 per cent comes through central water supply. 
Eighty per cent of all urban settlements use ground water. 
Systemic losses are significant and daily water supply is ten 
hours for urban and seven for rural areas, on the average. 
Sewerage systems cover 40-45 per cent of Azerbaijan’s 
urban population but only five per cent in villages. Of the 
17 sewerage and wastewater processing stations only seven  
are currently operational.

Local governments are responsible for water and sewerage 
services, but regulations for the quality of utilities are weak 
and Azerbaijan continues to face problematic water supply. 
Water and sanitation systems suffer from physical damage 
and are of low quality, gradually deteriorating further to the 
point of dysfunctionality in the older urban housing stock 
(see Table 5.1).30 New construction activities are not always 
followed by the provision of adequate utilities, while existing 
systems gradually deteriorate and become dysfunctional in 
the older housing stock.

Since 2003, the Government of Azerbaijan has been 
undertaking, with international assistance, a national water 
supply and sanitation project that aims at improving the 
water supply of the capital and several other cities. Other 
projects are rehabilitating water supply networks in Ganja 
and Shaki, and sewerage systems in Agdash, Beylagan, 
Goychay and Nakhchivan.

Waste management in Azerbaijan, run by either state or 
private companies, faces many problems. Some parts of the 
Caspian Sea urban coastline are de facto garbage dumps. 
Landfill is the only form of waste disposal throughout  
the country.

In Armenia, the coverage of cities and especially villages 
by water and sewerage systems declined from independence 
until the mid-2000s. Despite an abundance of water 
resources, water was available only intermittently with low 
pressures, poor quality and high systemic losses. Water and 
wastewater services, by legislation, are community-owned 
and, until the mid-2000s, two public enterprises were 
responsible for urban water provision. Government policy 
implemented since 2006 in cooperation with international 
donors and foreign enterprises succeeded in significantly 
enhancing water quality and the supply hours in the capital 
and other urban areas (See Text Box 5.4). Currently, Armenia 

is on target to achieve the MDG for water and sanitation  
by 2015. 

The Armenian Ministry of Nature Protection provides 
policy and strategies on waste management despite 
lack of supporting legislation and even though solid 
waste management is by law the responsibility of local 
governments. Most Armenian municipalities, however, lack 
the human, technical and financial capacities to address 
waste management. About 85 per cent of the total volume 
of municipal solid waste is household waste; the remainder is 
nonhazardous industrial waste. Garbage collection tariffs are 
mostly set without economic justification, while many urban 
garbage companies do not have service provision contracts 
with the residents and fee collection does not cover the costs. 
In nearly all cities, landfills do not meet minimum sanitary 
standards and recycling practices do not exist.31

In Georgia, the Soviet legacy of water and sanitation 
systems and environmentally-harmful landfills dictate 
the urgency of rehabilitation and reconstruction. Tbilisi 
has the best services provision. Its former district heating 
system has been abandoned and gas is now the source of  
domestic heating.

Despite Georgia’s abundant water resources, water supply 
remains troubled. By the mid-2000s, approximately 60 per 
cent of the pipes were faulty, resulting in 40 per cent systemic 
loss.32 Sanitary conditions were also unsatisfactory and this 
frequently caused water contamination. Recently, with 
international support, the situation has changed and 92 per 
cent of the urban and 51 per cent of the rural population has 
piped water supplied to their premises or yard while eight per 
cent of the urban and 45 per cent of the rural population has 
access to other improved water resources.33

Drinking water in Georgia is mainly drawn from the  
ground and reportedly safe but many intakes remain 
unprotected and water often does not comply with 
epidemiological standards. All cities and districts have 
central water systems connected to a total of 150 major 
water intakes and a capacity of 3.1 million m3 per day. 
Nevertheless, the majority of Georgian settlements receive 
water only intermittently. In Rustavi and Kutaisi water is 
supplied only eight and six hours per day, respectively. The 
situation has somewhat improved recently but urban water 
problems have not yet been fully resolved.

2004 2005 2006 2007 2008

Piped water 94.3 92.8 92.4 92.3 89.8

Waste water 92.6 90.9 90.6 90.5 85.6

Heating 76.7 73.1 72.6 72.3 68.1

Gas 93.8 92.8 92.5 92.6 87.4

Hot water 19.2 18.2 16.9 12.3 11.7

TABLE 5.1: DETERIORATING SERVICES COVERAGE IN MULTI-FAMILY HOUSING IN AZERBAIJAN (%)

Source: UNECE, Azerbaijan: Country profiles on the housing sectors, New York and Geneva, 2010
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Wastewater discharge systems operate in only 41 Georgian 
cities or districts, 30 of which have wastewater treatment 
plants with a total design capacity of 1.6 million m3 per 
day. Nevertheless, only 74 per cent of the total volume of 
the Rustavi and Tbilisi wastewater is treated. In Kutaisi, 
the second-largest city, there is no wastewater treatment 
whatsoever. Khashuri is the only settlement in Georgia with 
100 per cent wastewater ‘treatment’. But most of its facilities 
are in poor condition or even dysfunctional. Consequently, 
water is now the main reason for endemic intestinal and 
infectious disease in Georgia.34

In 2010 more than 43 per cent of the Georgian population 
was connected to a sewage network (non-shared toilet with 
fl ush to piped sewer). Th is fi gure comprised almost 80 per 
cent for urban households and almost 95 per cent for Tbilisi, 
while less than 20 per cent of rural populations had access 
to a similar sewer facility. Instead, the big majority (almost 
80 per cent) of rural households used pit latrines which were 
cleaned periodically.35

Mobility and Urban Transport
Since independence, transport systems and facilities have 

signifi cantly changed. Th e ecologically cleaner trolleybuses 
and trams have disappeared from Baku, Rustavi and 
Tbilisi because, due to lack of maintenance, fl eets and 
facilities became obsolete. Consequently, public transport 
lost out to private transport, especially private cars, as the 
dominant intra- and inter-city transport mode. Th e Tbilisi 
city government, however, plans to reintroduce a modern 
tram system in the coming years.

Th e subregion’s capital cities all have subways which are 
of great importance to intra-city mobility even though the 
networks and numbers of stations are relatively limited. 

In Yerevan, the metro serves some 60,000 passengers 
daily; Tbilisi 300,000 and Baku  1.8 million. In Yerevan 
the metro is operated by the Ministry of Transport and 
Communication. In Tbilisi a municipal enterprise is 
responsible for coordination and management of all public 
transportation in the city. 

Nevertheless, private cars are the dominant mode 
of passenger conveyance in Tbilisi. About half of all 
Georgian passenger cars are registered in the capital: about 
275,000 vehicles in 2008 which infers an average car 
ownership of about 200 vehicles per 1,000 inhabitants. Th e 
ongoing growth in motorization will increase congestion, 
even when taking into account the various urban road 
projects. Traffi  c congestion, obsolete second-hand cars 
and low-quality gasoline are the cause of 80 per cent of 
Tbilisi’s air pollution. Th e situation is worsened by the 
topography as polluted urban air remains trapped by the 
surrounding hills.36 Current motorization rates can only 
be mitigated by the establishment of a public transport 
network off ering an attractive alternative. In other cities 
of Georgia the main public transport modes are buses and 
marshrutkas (shared minibus taxis). In smaller settlements, 
the latter is almost the sole transport facility, together with 
private cars.

Transportation and mobility conditions are similar in 
the non-capital cities of Armenia and Azerbaijan with 
buses, marshrutkas and private cars the main carriers. 
Increased motorization has worsened air quality, noise levels, 
congestion and the loss of urban green areas. Th e great 
majority of secondary and smaller cities has seen no major 
urban infrastructure investments for years and has poor 
roads, ineffi  cient urban transport systems and is suff ering 
rising traffi  c congestion and pollution.

Until 2006, two public enterprises were 
responsible for the provision of water in urban 
Armenia. The Yerevan Water and Sewerage 
Enterprise (YWSE) covered about 1.3 million 
people in the metropolitan area. The Armenia 
Water and Sewerage Enterprise (AWSE) 
covered many of the larger municipalities outside 
Yerevan. The remaining small settlements were 
serviced by self-operating systems. These 
arrangements had proven quite ineffi cient and 
the government embarked on the Municipal 
Development Project (1998-2006); the 
Municipal Water and Wastewater Project (2004-
2009); and the Yerevan Water and Wastewater 
Project (2005-2011).

The government effected signifi cant 
organizational changes. In Yerevan, a ten-

year lease contract was awarded to a French 
company in 2006. The government has put its 
second largest water utility, AWSC, on the same 
path as Yerevan. These measures dramatically 
improved the situation in Yerevan where daily 
water supply increased from about seven to 
18.5 hours while more than 70 per cent of the 
city now has 24-hour service. Outside Yerevan, 
16.5 per cent of the population in the serviced 
area of a second water utility now also has 24-
hour water supply. Payment has increased from 
20 to 79 per cent over the past ten years. Water 
quality has improved and is better monitored, 
while energy consumption has decreased by 
about 48 per cent through gravity-powered 
water sources. Increased effi ciency occurred 
with booster pumps for high-rise apartments 

and the reduction in systemic water losses 
amounts to 35 per cent. Metering is now near 
universal in Yerevan. 

Additionally, decentralized water management 
has been established in the Armavir Marzes, 
Lori and Shirak districts, with management 
provided by companies jointly-owned by the 
German Kreditanstalt für Wiederaufbau (KfW) 
and the government. In Lori and Shirak, service 
is provided by Lori and Shirak CJSC; in Armavir 
Marz, by ’Akunk’ CJSC. All three companies are 
managed jointly by the state, AWSC and KfW. 
Fifty-one percent of the shares are held by the 
government and 49 percent by the communities. 
About 600 communities, including the cities of 
Kajaran and Nor Hachn, provide their own water 
and wastewater management. 

BOX 5.4: ARMENIA: IMPROVEMENT OF WATER AND SANITATION SYSTEMS

Source: International Development Association (IDA), More reliable water for Armenia’s Capital and municipalities (http://go.worldbank.org/B8XN4P7CQ0)



T
H
E STAT

E O
F EURO

PEA
N

 CIT
IES IN

 T
RA

N
SIT

IO
N

 2013

229

Baku’s passenger traffic is dominated by the metro and 
buses, as trams were abandoned in 2004 and trolleybuses in 
2007. At the same time, the number of private cars more 
than doubled between 2000 and 2010 and their share in 
passenger traffic is now significant.

The metro of Yerevan accounts for only 8.2 per cent 
of total public transport as 85 per cent of the mobility 
demand is served by unsubsidized private microbuses despite 
expensive fares. While minibuses spared Yerevan a severe 
transport crisis in the 1990s, they now contribute to a chaotic 
traffic situation that has pushed out large- and medium-size 
buses. The service quality is poor because of overloading and 
congestion. Like in the two other capitals, the Yerevan-based 
fleet of private cars has grown by 40 per cent since 2004, 
including taxis.

The Armenian Government and the Yerevan Municipality 
have invested more than USD10 million in urban 
infrastructure to energize the local economy. Another 
investment programme targets urban connectivity and 
mobility improvements in all parts of Armenia; it aims 
to improve transport efficiency, reliability and safety and  
reduce congestion.

Energy Consumption and Energy Efficiency 
The USSR’s public energy provision was socially-oriented 

and all Soviet republics received cheap electricity and fuel. 
Energy issues, therefore, only became acute in the South 
Caucasus upon independence. Azerbaijan, due to its rich 
oil and gas deposits, did not suffer from deficiencies but 
in Armenia and Georgia energy provision became a major 
problem by the mid-2000s.

The South Caucasus countries, therefore, have quite 
different energy production and consumption patterns. 
Georgia is highly dependent on imported gas and oil. Russia 
was the main gas provider but deteriorating political and 
economic relations forced Georgia to import from Azerbaijan 
and Iran instead. Georgia’s provision and consumption of 
energy is characterized by seasonal imbalances: hydro-
energy supply significantly exceeds domestic demand in 
the summer, while during winters it needs considerable fuel 
imports to operate heating stations. Due to public policies, 
especially elimination of corruption in the energy sector, 
Georgia became self-sufficient on energy and, in 2011, even 
started exporting excess energy. Today, 80 per cent is clean 
and renewable hydro energy. The remaining 20 per cent is 
produced in heat plants.

Azerbaijan exports oil, gas and energy. Only 12-15 per cent 
of the energy it consumes is derived from renewable sources 
although that share is predicted to rise to 20 per cent in 
coming years.

Armenia produces more than 6 billion KWH annually. 
Forty per cent comes from a single nuclear plant some 
30 km from Yerevan (See text box 5.5). The remaining 
60 per cent is supplied by heat and hydro-energy plants. 
While Armenia exports 300-400 million KWH of energy 
annually, it also imports 1,700 million m3 of gas, mostly 

from Russia and Iran, of which 500 million m3 is used for  
energy generation.

Energy systems in the three South Caucasus countries 
suffer from structural and technical inefficiencies, high 
losses and ineffective use. Recent energy losses in Georgia, 
for instance, amounted to 45 per cent. In Armenia, experts 
claim that 15 per cent of the energy consumed could  
be saved.

Georgia plans to build more hydro-energy plants to 
increase its energy exports, minimize its dependence on 
imported fossil fuel and reduce environmental threats. In 
urban areas, significant energy savings could be achieved 
by installing more energy-efficient lighting and thermal 
insulation in buildings, promoting efficient use of fuel for 
heating and changing current energy consumption cultures.

In 2009, Azerbaijan established the Agency of Renewable 
and Alternative Energy Resources under the Ministry of 
Industry and Energy. The agency has constructed two mini-
hydro stations and intends to build more before 2015. Other 
measures include replacement of obsolete technical facilities, 
insulation and heating systems. Pilot wind energy plants 
have also been established.

Armenia’s industrial sector consumes 40 per cent of the 
energy generated, followed by transport with 24 and housing 
15 per cent. Energy saving in all three sectors is essential and 
feasible. The Armenian government intends to implement 
energy-efficiency measures similar to the other two South 
Caucasus countries. However, in Armenia’s case the main 
problem and environmental threat is the Metsamor nuclear 
power plant, built on highly earthquake-prone terrain (See 
Text Box 5.5)

Environmental Protection as a Challenge
In the South Caucasus, environmental problems such as 

air and water pollution, soil degradation and deterioration of 
the ecological equilibrium have become acute. At the same 
time, the countries have their own priorities and specificities 
in environmental protection and, hence, different agendas 
and policies.

The rapid development of the oil and gas sector in 
Azerbaijan has led to increasingly-negative environmental 
impacts and inefficient use of natural resources. Despite 
measures by the government to enhance the situation, the 
following problems have emerged:

Pollution of water resources, including transnational 
pollution
Low-quality water supplies, huge systemic water 
losses and insufficient development of sewer systems
Air pollution from industry and transportation
Degradation of soils (erosion, desertification)
Ineffective regulation of solid waste management, 
including hazardous wastes
Declining biological diversity
Declining forest reserves and fauna

In the densely populated Apsheron Peninsula, oil is the 
main source of pollution from hundreds of abandoned oil 
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wells. Th ere are reports of major oil spills into water sources 
killing wildlife and fi sh. Th ousands of hectares of soil are 
contaminated and no longer suitable for agricultural use. 

Power plants are among the major sources of air pollution 
in Azerbaijan. Approximately 80 per cent of the electricity 
is generated in thermal plants using heavy residual fuels or 
natural gas. Th e bulk of the pollutants consist of NO2, SO2
and unburned hydrocarbons due to low effi  ciency and lack of 
maintenance of equipment. But Azerbaijan is taking remedial 
actions. Table 5.2 refl ects signifi cant reductions in pollutants 
emitted by stationary sources between 1990 and 2000 as a result 
of the closure of industrial plants.

Pollution is especially troublesome in Baku and Sumgayit
due to petrochemical plants, oil refi neries, aluminum smelters 
and cement production. Despite the reduction of pollutants 
since the 1990s, there are still signifi cantly-elevated levels in 
a vast range of toxic air pollutants posing a threat to human 
health. Consequently, Sumgayit is one of the world’s top ten 
polluted cities.37

To improve its troubled environment, a network of protected 
areas has been established in Azerbaijan with three national 
parks, 16 state natural reserves, 22 state restricted areas, one 
coastal national park and one historic natural state reserve. 
However, these measures are insuffi  cient for solving Azerbaijan’s 
urban environmental problems.

Armenia started environmental protection in 1994 when the Law 
on Environmental Protection, the Basic Law on the Environment 
and the Law on Mineral Resources came into eff ect. However, 
no comprehensive environmental protection programme 
emerged and decisions on environmental policy were made on 
ad hoc bases. In 1998 and 2008, the Government elaborated 
and approved the fi rst and the second National Environmental 
Action Programmes. In accordance with these policies a 
signifi cant number of legal acts have been adopted in protection 
of the environment, natural resources, biodiversity and to 
reduce pollutions of all kinds.

In Yerevan and other Armenian cities, air pollution is 97 
per cent attributable to the large increases in the number of 
vehicles. Poor-quality petrol causes unacceptable concentrations 
of formaldehyde and benzene in Yerevan. Because of changes 
in the type of heating system in Armenia the level of indoor air 
pollution has also increased. Moreover, in almost every town in 
Armenia, the average annual concentration of dust exceeds the 
allowed maximum standard by two or three times. Carcinogens 
and toxic substances such as dioxins, lead, nitrogen oxides, and 
benzopyren emitted through uncontrolled industrial processes 
cause a 15 to 20 per cent increase in adult death rates.38 Th e 
Alaverdi Copper-Smelting plant emits more than 40 tons of SO2
annually, up to 11 times the allowable levels.

In Georgia, air pollution is also a major environmental 
problem with transport the dominant source. More than 75 
per cent of the cars are environmentally-unfi t second-hand 
imports from West Europe that produce high concentrations 
of harmful exhaust gases. Low-quality fuel, containing lead, 
manganese, benzene and sulphur also contribute negatively 
to human health. In all Georgian cities where monitoring is 
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MAP 5.8: OIL POLLUTION IN AZERBAIJAN

Source: Map by Philippe Rekacewicz. UNEP/GRID-Arendal, 2004
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�
Sumgayit, Azerbaijan. Female workers walking between industrial pipes. ©Andy Johnstone/Panos Pictures

conducted, concentrations of the primary pollutants (SO2, 
NO2, CO and MnO2) exceed the allowable limits. The most 
acute situation is in Tbilisi, where almost one-third of the 
total transport fleet is based. In spite of these threats, neither 
Tbilisi nor other cities have proactive and preventive air 
pollution policies.

Since 1996, Georgia has had a Law on Environmental 

Protection and the Ministry of Environment Protection 
and Natural Resources implements programmes on climate 
change, air, water and soil protection, biodiversity and 
waste management. The country has a Biodiversity Strategy 
and Action Plan (2005) while certain cities implement 
environmental projects and participate in different 
international cooperation programmes. 

TABLE 5.2: TOTAL AIR EMISSIONS FROM STATIONARY SOURCES IN AZERBAIJAN

1990 1995 2000 2001 2003 2004 2005 2006 2007

Particulates/dust 148 22.7 19.2 28.3 34.1 43.5 28.2 23.7 28.4

Aerosols (liquids, gases) of which: 1,960 855.9 496.2 548.8 391.8 496.3 529.7 320.5 357.5

SO2 90 50.0 35.1 14.7 15.5 13.2 13.8 12.4 9.6

CO 71 21.6 26.3 27.9 25.4 42.5 26.1 16.0 25.3

NO2 59 31.6 24.2 27.1 24.2 25.2 25.8 29.3 23.1

Total 2,108 878.6 515.4 577.1 425.9 539.8 557.9 344.2 385.9

Source: Mansurov, A, Air pollution in Baku and Sumgayit, 2009 (http://ecocaspian.com/gpage1.html); based on Azstat 2006, 2008
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An old, Soviet-era VVER-440 reactor, known 
as the Armenian Nuclear Power Plant (ANPP) 
operates in the town of Metsamor, about 
30 km from the capital Yerevan and less than 
20 km from the Turkish border. Two model 
V-230 reactors of 407.5 MWe gross (376 
MWe net) each supplied power from 1976 and 
1980, respectively.

The Metsamor power station is one of a 
mere handful of nuclear reactors in the world 
built without primary containment structures. 
ANPP is a type of nuclear plant designed 
for seismic areas. The two reactors were 
modifi ed in the 1980s and plans for two 
new units were abandoned after the 1986 
Chernobyl accident. In December 1988, 
a powerful earthquake occurred in north-
western Armenia. The Metsamor nuclear power 
plant, 75 km from the epicentre, continued 
operating without damage but both units 
were shut down in 1989 due to concerns 
regarding their seismic vulnerability. Due to 
energy shortages shortly after independence, 
the Armenian Government decided to reopen 
the plant and one reactor was brought back 
into operation in 1995. Since its reopening, 
the plant’s fuel supply and operations have 
been performed by the Russian companies 
RAO, UES and Rosenergoatom, as part of 
an arrangement to help ANPP pay for the 
fuel supply.

Meanwhile, the international community has 
repeatedly expressed deep concerns about the 
potentially horrendous contamination dangers 
of continued ANPP operations. Western 
governments and experts qualify the power plant 
as ‘ageing and dangerous’ (USA government) 
and ‘a danger to the entire region’ (EU envoys). 
Azerbaijan, Georgia and Turkey have also 
expressed their deep concern about possibly 
devastating outcomes in case of any damage 
to ANPP. In the wake of Japan's earthquake 
and tsunami-triggered Fukushima Daiichi crisis, 
the Armenian Government faces renewed 
questions from those who say the potentially-
fatal combination of design and location rank 
Metsamor among the world’s most dangerous 
nuclear plants (Lavelle and Garthwaite, 2011). 
The International Atomic Energy Agency (IAEA), 
which has participated in safety improvements 
at the plant since its reopening, reported the 
power plant to be suffi ciently safe if compared to 
other nuclear power plants worldwide. Backed 
by this position, the Armenian Government 
turned down an EU loan of €200 million for 
ANPP's closure.

Armenia’s energy strategy (2007) continues 
to focus on nuclear and renewable energy 
sources to assure its energy security. In August 
2010, an agreement was signed with Russia 
providing for the construction of another 
VVER-1000 reactor and supply of nuclear fuel. 

Construction costs are estimated at USD 5 
billion (ARKA News), of which Russia agreed 
to fi nance 50 per cent. The latest date for 
commissioning is 2019-20.

Although several Armenian experts and NGOs 
are alarmed by the dangers associated with 
ANPP, a majority of the local population tolerates 
its operation because of the power shortages 
that would arise if the plant was closed. This 
has encouraged the government not to close 
the plant, as scheduled, before the new unit is 
commissioned. 

Armenia’s undisputed right to energy security 
requires international cooperation and support. 
Azerbaijan and Turkey - currently in a political 
confrontation with Armenia - are blocking safe 
trans-boundary energy supply even though, in 
the case of any accident at Metsamor, both 
countries, along with Georgia, would reap 
tragic outcomes. Continued operation and 
development of nuclear power plant(s) exposes 
the subregion and areas beyond it to a huge 
threat. 

International political frictions should be put 
aside to secure Armenian energy security, 
avoid a possible catastrophe and assure 
environmental security sustainability of the 
wider region. Making common sense prevail 
over temporary enmity is the challenge put to 
Armenia, Azerbaijan, Turkey and the international 
community.

BOX 5.5: THE ARMENIAN METSAMOR NUCLEAR POWER PLANT – A TEST FOR SUSTAINABILITY AND COOPERATION?

Sources: Nuclear Power in Armenia, 2012 (http://www.world-nuclear.org/info/inf113.html); 
ARKA News Agency, Russia, Armenia seal agreement on cooperation in nuclear unit construction, 21 August 2010; Lavelle, M., Garthwaite, J., Is Armenia's Nuclear Plant the World's 
Most Dangerous?, in National Geographic: Daily News, 2011 (http://news.nationalgeographic.com/news/energy/2011/04/110412-most-dangerous-nuclear-plant-armenia/) 

�
Cooling towers of the Armenian Nuclear Power Plant in Metsamor
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�
The Cascade, Yerevan, Armenia. Though inaugurated in 2009, construction actually began in 1971 during Soviet rule, but stopped with the chaos that accompanied the collapse of the USSR. 
©Haakon S. Krohn. Licensed under the Creative Commons Attribution-Share Alike 3.0 Unported license

5.5 
Urban Governance Systems

Soviet governance has left a legacy of resistance to 
transformation. Despite privatization of land and real 
estate, introduction of market-based construction, 

implementation of different modes of financing and 
budgeting and new institutional arrangements many urban 
governance characteristics remain unchanged or were 
insufficiently reformed. Despite legal provision, centralized 
urban management and decision-making, powerful vested 
interests influencing urban processes and non-participatory 
urban development have all conspired to resist real change in 
the South Caucasus countries (See Text Box 5.6).

National Urban Policies
After independence, urban affairs did not become 

strategic priorities in any of the South Caucasus countries. 
None of them has elaborated comprehensive, nationwide, 
mid- or long-term domestic policies or strategies for urban 
development. Nonetheless, urban development programmes 
and projects are being carried out and their number and 

complexity increased over time. But these are mostly ad hoc 
and fragmented interventions, often unnecessary or without 
outcome assessments. Consequently, it is not always clear 
how these interventions fit in mainstream national urban 
processes.

In Armenia, the Ministry for Urban Development is 
the authorized body for urban planning, development of 
state policy on urban planning, architecture, construction, 
spatial planning and for the coordination of urban planning 
in specially-regulated areas. Key challenges include:  
a) balancing the national settlement hierarchy to overcome 
uneven territorial development; b) ensuring multi-nodal 
spatial development structures, security and development 
of urban planning systems; c) promoting sustainable 
settlement development, rehabilitation of historic-cultural 
environments; d) promoting green urban planning;  
e) ensuring harmonious and complementary development 
of natural and cultural landscapes and f) maintaining the 
spiritual and cultural traditions of the national architecture.
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�
A series of mass protests against alleged electoral fraud were held in Yerevan, Armenia in the wake of the Armenian presidential election of 19 February 2008. 
Source: Serouj/Public Domain

BOX 5.6: TRANSFORMATION INDEX OF GOVERNANCE, FREEDOM, CORRUPTION AND BUREAUCRACY
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Source: Bertelsmann Stiftung – Transformation Index (BTI): http://www.bti-project.de/

The degree of transition towards democracy 
and free market economies can be used as 
an indicator of socio-economic change by 
illustrating actual shifts in governance patterns. 
This applies also to urban governance systems.

The Bertelsmann Transformation Index (BTI) 
was developed as a measure of transformation 
in transition economies and developing 
countries and provides country comparisons 
on the advance made. The index is an indirect 

measure of improvements in and adjustment of 
post-Soviet governance modes.

The Status Index (SI) shows progress in 
democracy and implementation of a market 
economy, while the Management Index 
(MI) shows the complexity of management 
conditions and the quality of performance. 
These indices reveal the advantages of Georgia 
and the better standing of Armenia over most 
other ex-Soviet countries.

The infl uential Freedom House survey (see 
Freedom in the World 2012) does not rate 
highly the achievements of the South Caucasus 
countries in implementing freedoms. It places 
Armenia and Georgia in the ‘Partly Free’ 
category and Azerbaijan among ‘Not Free’ 
countries. None of the subregion’s countries 
is considered an electoral democracy’. Given 
that corruption is one of the worst constraints 
to good governance, the situation does not look 
very promising although it is not worse than the 
entire former Soviet space, excluding the Baltic 
countries.

As the graph on the left shows, due to its 
successful anti-corruption interventions in 
recent years, Georgia is halfway between 
the less corrupt Baltic region and the more 
corrupted remainders of the former Soviet 
space. The entire South Caucasus subregion 
scores somewhat better than other non-EU 
post-Soviet subregions, but the South Caucasus 
countries are still far from corruption-free.
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The graph on the left shows the business 
environment progress in the South Caucasus 
during the past seven years, which puts it 
close to the well-positioned Baltic States. 
Georgia’s leading role in the region remains  
unchallenged. This could be explained by 
reforms in Georgia harmonizing its governance 
with European analogues. It ranks the highest 
worldwide in the ease of registering property. 
It also has an impressive top-ten ranking in 
dealing with construction permits (4th), starting 
a business (7th) and credit (8th). The two other 
countries of this subregion are also fair-ranking 
in Doing Business, especially in comparison with 
the trailing ex-confederates – Western CIS and 
Central Asian countries.

The ratings, although not reflecting the role 
and position of cities per se, reflects the overall 
rating of urban governance because, as argued 
before, it is difficult to separate corruption and 
bureaucracy in urban areas from those elsewhere, 
as well as to expect that good practices in urban 
governance would coexist with poor and corrupt 
systems in rural places and vice versa.
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Source: Salukvadze & Medvedkov 2011, based World Bank and IFC, Doing Business 2005-2011 (http://www.doingbusiness.org/); ranking for the subregions are calculated by the 
authors. 
Notes: (i) The vertical axis shows rank (standing) of a country, and/or an average standing of a subregion’s countries (so the South Caucasus countries’ rank/standing = sum of ranks 
of the three countries divided by 3 and so on); (ii) the Western CIS includes the Russian Federation and the countries of the Eastern subregion according to this report;  
(iii) Turkmenistan (Central Asia) is not covered by the survey

Another aspect indicating governance efficiency 
and advance is the level of bureaucracy and client 
friendliness of public service systems. The annual 
survey Doing Business reviews regulations that 
enhance or constrain business activity, presents 
quantitative indicators on business regulations 
and the protection of property rights, and 
compares these across more than 180 countries. 
It reviews the regulations affecting businesses’ 
life cycle: starting a business, construction 
permits, property registration, access to credit, 
investor protection, taxes, trading across borders, 
contract enforcement and business closure.
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Regional territorial government includes Marzpetarans 
(regional administrations), departments or divisions of 
culture, urban planning and architecture. Municipalities and 
village administrations are the local self-government bodies 
and include urban planning and architectural departments 
within their structures.

Since 2007, Azerbaijan’s State Committee for City 
Building and Architecture is the public agency for regulating 
urban construction and development. Th e Committee is 
responsible for participating in the development of a state 
policy on urban planning and architecture and coordinating 
its implementation; cooperation with other organs to preserve 
historic city structures and the national architecture; creating 
normative methodologies for the state urban planning 
cadastre; and improving the quality and sustainability of 
architectural design. 

Spatial planning is not among the fi rst priorities in 
Azerbaijan’s broader transition. Consequently, forward-
looking urban planning is rare and even the fast and large-
scale development of the capital city region (Baku and the 
Apsheron Peninsula) and other urban localities are not backed 
by planning or other regulatory documents. Th is underlies 
the current chaotic manner of urban growth. Th e last master 
plan for the city of Baku - one of the fastest growing cities 
in the former Soviet space - was adopted back in the 1980s 
and although it only expired in 2005, it had already become 
obsolete in the 1990s. A new master plan is being developed 

and could provide relief to the further aggravating situation 
in this rapidly-growing city.

In Georgia, urban development was the responsibility of 
the Ministry of Urbanization and Construction until the 
Rose Revolution. Legislative power, however, was scattered 
among several parliamentary committees.39 Legal acts on 
urban issues were issued periodically but most failed due to 
fi nancial constraints, lack of implementation capacities and 
weak political will. In 2005, the Ministry was absorbed into 
the Ministry of Economics and Sustainable Development. 
Th e Department of Spatial Planning and Construction 
Policy at this Ministry is in charge of a huge range of 
urban-related issues.40 It is questionable whether this small 
department can resolve the vast array of complex, nationwide 
urban problems.

However, Georgia is relatively active in policy-making and 
has, since the mid-2000s, established a new legal framework 
for urban development. It is implementing large-scale spatial 
planning and construction projects, including reconstruction 
of the city of Batumi and the rehabilitation and renovation 
of Old Tbilisi, Kutaisi, Signaghi and Mestia, among 
others. Th e adoption of a new Master Plan for Tbilisi (2009), 
almost 40 years since the previous one, also illustrates shifts 
in governmental approaches towards urban issues.

Th e Government of Georgia recently adopted the 
‘Strategic 10-Point Plan for Modernization and Employment: 
2011 – 2015’.41 For the fi rst time since independence, 
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strategic governmental programmes include urban 
and regional development as prioritized issues through 
which the Government can address urban and regional 
development disparities. It intends to support the creation 
of development and employment hubs, improve inter- and 
intra-regional accessibility, improve rural infrastructure and 
help decentralize development and economic structures.42 
Although some criticize the programme as superficial and 
lacking tangible implementation steps43, it deserves careful 
analysis for determining the changing trends towards urban 
issues in the country.

In summary, the South Caucasus lacks the very 
governmental policies to resolve its acute urban problems. 
Moreover, the public sector’s lack of systematic approaches 
obstructs the aim of achieving sustainable urban settlements 
development.

Decentralization and Local Governance
The South Caucasus countries’ post-Soviet attempts to 

democratize and decentralize governance systems have 
achieved different levels of success. The European governance 
pattern is formally accepted as the target and the countries 
have joined the European Charter of Local Self-Government.

In Azerbaijan a system of local self-government was 
established in 1999. In 2004, Azerbaijan adopted the ‘Law 
on the Status of Local Self-Government’. In 2006, a national 

association of urban, rural and township municipalities was 
established. Reforms in 2009 resulted in the amalgamation 
of some municipalities and a reduction of their number  
to 1,718. 

Municipal roles include collection of local taxes and 
duties, approval of local budgets, decisions on the use and 
disposal of municipal property, implementation of local 
programmes on social protection and promotion of social 
and economic development. However, the main role of local 
authorities is to provide decent public services and quality 
settlement management to the population, as outlined in 
the Governmental Programme for Reduction of Poverty and 
Economic Development of the Republic of Azerbaijan for 
2008-2015.44

The Constitution and the Law on the Administrative-
territorial Division of the Republic of Armenia (both 
from 1995) divide the country into ten regions (marzer). 
The capital Yerevan is accorded regional status. Marzer 
are further divided into rural and urban communities 
and Yerevan into districts. The government appoints (and 
dismisses) regional governors to implement regional policy; 
coordinate regional agencies of the state administration; 
mediate between central and local governments; and regulate 
inter-community matters within their competence.45 Local 
self-government is exercised only within the community 
unit, i.e. the municipality. Each urban or rural municipality 

�
Renovations in Tbilisi's Old Town. ©Anna Bogush/Shutterstock
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can consist of one or more settlements. Hence, in Armenia a 
single-level local government system has been implemented.

Th e National Assembly adopted the Law on Elections 
to Local Governments (1996) and the Law on Local Self-
government (2002). Currently there are 915 municipalities 
country-wide, of which 49 are urban. Yerevan has local self-
government with the Mayor appointed by the President of 
Armenia, upon nomination by the Prime Minister. Yerevan’s 
12 city districts functioned as units of local government until 
their amalgamation into a single community in 2009.46

Th e main functions of Armenian municipalities are 
collecting local taxes and fees, providing public services 
(water, sewerage, community improvement and maintenance 
of the public property), approving local budgets and 
managing local programmes. But reviews of the local public 
sector have revealed low qualifi cations among many council 
members, lack of transparency in municipal operations, 
incompatibility of responsibilities and fi nancial capacities, 
as well as lack of independence from regional and central 
governments as prevalent shortcomings. 

Generally taken, communities’ autonomy is further 
limited by weak fi nancial resources. Th e central government 
has authority over budgetary loans, credits and guarantees. 
It also establishes procedures for the collection and 
distribution of local taxes. A Ministry of Territorial 
Administration, created in 2005, exercises control over 
regional governors.47

In Georgia, decentralization started in the late 1990s. 
Before this reform three sub-national levels of governance 
existed: nine regions and two autonomous republics; 
65 districts (rayons) including fi ve big cities not under 
district administration and about 1,000 municipalities 
(villages, communities, towns). Th e division of competences 
among local self government and regional branches of 
central authorities was ambiguous. Numerous fragmented 
municipalities did not enjoy real political or fi nancial 
independence and operated within administrative 
directives and fi nancial transfers from the centre.48

Th e Law on Local Self-Governance 2005 eliminated the 
lowest tier of sub-national governments and consolidated 
it into 65 municipalities, representing the former 
administrative districts (rayons). Cities formerly directly 
subordinated to the central government were given the status 
of municipality. Th e capital Tbilisi has the status of both 
region and municipality.

Reform outcomes in Georgia have been assessed 
diff erently. Some criticize the abolition of the lowest tier 
of self-governance that was purely elective49; others report 
decreased fi scal independence after reform because central 
government amalgamated some local taxes and imposed 
signifi cant exemptions on property tax. On the other hand, 
prior to the reforms, only 51 municipalities (fewer than 
fi ve per cent) managed their own budget. All others were 
totally dependent on grants from the district (rayon) while all 
communal and public services were until then provided by 
district administrations.

Current local government systems throughout the 
subregion reveal shortcomings that have undermined 
citizens’ trust in public governance. Local governments 
therefore still require more and deeper reforms, especially in 
the fi scal and human resources domains.

Urban Governance at Regional and 
Local Levels

Urban and community management in the subregion 
shows strong vertical but weak horizontal vectors. 
Centralized decision-making is an objective of central 
government to maintain political control and prevent 
consolidation of opposition forces at the local level. 
Less attention is paid to governance effi  ciency and 
enhanced services provision associated with local self-
governance. On the other hand, high degrees of central 
control could, perhaps, be defended under conditions of 
severe municipal fragmentation and lack of fi nances and 
human resources.

Georgia, after the governance reforms in 2005 which 
abolished the lower tier of subnational government, 
has centralized social care, education and health. Th e 
responsibilities of subnational governments now consist 
principally of providing urban water supply and district 
heating, public transportation, maintenance of public 
housing and municipal roads. Th e collection of income 
taxes was reassigned to the central government, leaving local 
governments with property taxes, fees, charges and income 
from rents, leases, or sale of public real estate, apart from a 
newly-created ‘equalization transfer’50, introduced to equalize 
fi scal disparities between rich and poor municipalities, 
so that central government can guarantee a minimum of 
70 per cent of the expenditure of poor municipalities from 
the incomes of wealthier ones.

Regional executives are appointed by the President 
(Trustees of the President of Georgia) but this level is not 
regulated by legislation. Local level executives are elected 
indirectly. Th e mayors of cities and districts are elected by 
local councils which, in turn, are directly elected by the 
voters. Practice shows that regional authorities dominate 
the municipal level as they have direct support from the 
President and the central government. 

Local self-governance reform in Georgia has made several 
achievements. Th e Mayor of Tbilisi is now an elected offi  cial 
and more power is vested in other elected local offi  cials 
too. Local governments can appeal decisions by central 
authorities that contradict constitutional provisions on 
local self-governance. A Regional Development Strategy has 
been endorsed by the cabinet. Local budgets have increased 
fi ve times compared to 2002 levels and public investments 
in local infrastructure increased signifi cantly as a result. 
Nevertheless, shortcomings and problems still prevail over 
these achievements and require further reform, such as 
improving municipalities’ still-limited fi scal autonomy and 
own revenues, enhancing the qualifi cations of municipal 
servants, improving local economies and employment rates 
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and promoting political pluralism in local councils. Despite 
attempts to involve the citizenry in municipal planning, 
budgeting and decision making, popular participation still 
remains weak in all three countries.

In Armenia, the degree of local government autonomy is 
low, illustrated by a 2009 average share of about 43 per cent 
own revenues in the total revenues. Although the figures 
are higher than those of many other countries, including 
the subregional neighbours, they still indicate heavy fiscal 
dependence upon the central government. According to the 
Constitution, powers delegated to local self-governments 
are subject to mandatory financing from the state budget 
(Article 106). But, too few delegated powers are financed 
by the state. Some therefore are either not implemented 
or local self-government bodies finance these themselves. 
Municipal spending amounts to only 5.2 per cent of the total 
public expenditures and just 1.6 per cent of GDP in 2009, 
emphasizing the very low degree of fiscal decentralization  
in Armenia.

Whereas administrative-territorial reform continues 
to remain a governmental priority, attempts to improve 
legislation do not appear to promote public participation 
in any detail. Community heads and community elders 
have the right to initiate decisions while residents may 
submit draft resolutions and attend council sessions with 
the permission of the local council. Nevertheless, public 
participation remains very low because most citizens are 
poorly informed about both local authority responsibilities 
and local government procedures. Lack of financial resources, 
ill-defined legal frameworks, minimal NGO advocacy and 
overall organizational difficulties further contribute to low 
participation levels. Although the Armenian Constitution 
provides for direct democracy, including referenda, public 
hearings and Town Hall meetings, they have rarely been 
used at the local level.

Azerbaijan is the only Council of Europe member state 
whose capital is not governed by an integrated local self-
government institution such as an elected council. Pursuant 
to the recommendation by the Council of Europe a Law on 
the Capital City, envisaging establishment of an integrated 
elected local administration covering the entire capital city, 
will be adopted.

The financial capacity of Azerbaijani municipalities is 
completely inadequate. Locally-generated funds and taxes 
are limited while there are also no precise and transparent 
procedures for state transfers. Currently, Azerbaijani 
municipalities, despite a much higher national GDP 
compared to the other South Caucasus countries, are the 
lowest in the subregion in terms of financial capacity. The 
Council of Europe stresses that the powers of Azerbaijani 
municipalities are too restricted, with some self-governance 
aspects incompletely legislated and leaving uncertainties 
about the power divisions between municipalities and  
the executive.

In the subregion, restrictions to local self-governance 
and financial autonomy, despite clear constitutional 

�
City Hall, Baku, Azerbaijan. ©Svetlana Jafarova/Shutterstock
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During the Soviet era, spatial planning was 
entirely centralized and fi nanced from state 
budgets. Legal-normative acts applied to the 
entire USSR territory through the following 
spatial planning documentation:

Macro-territorial level (the entire Soviet 
Union) - A General Scheme of USSR 
Settlement for the whole country and 
Regional Settlement Schemes for all the 
Union Republics;
Mezzo-territorial level - Regional Planning 
Schemes and Regional Planning Projects; 
and
Micro-territorial (local) level for settlements 
of different range and size - Master Plans 
for settlements, dwelling districts and city 
centers; Detailed Planning Projects for 
neighbourhood development projects.

All these plans were linked in a strictly 
hierarchical order, connected and coordinated 
to the region planning process, and 
implemented according to fi ve-year Socio-

economic Development Plans (Gerkeuli et 
al 2007).

There are contradictory opinions on the 
strengths and weaknesses of Soviet spatial and 
territorial planning.

Spatial planning for large Soviet cities, as 
an essential part of the planned economy, 
was introduced mostly in the form of master 
plans. In the absence of housing and land 
markets, these master plans established 
concepts of spatial development as well as 
rules and guidelines for city growth that could 
bypass competition among different land 
uses, economic appropriateness and market 
mechanisms. Spatial planning was a matter 
of the State, not the citizen. The Soviet state 
formulated rules and goals for itself and urban 
planning was therefore prescriptive with the 
master plan the spatial constitution of the 
city - a supreme legal document on urban 
development. These planning practices were 
quite different from the Western experience 

where urban and spatial planning is generally 
restrictive rather than prescriptive.

In practice, none of the Soviet master 
plans was ever fully implemented. Partial or 
complete failure of master plans often occurred 
and, therefore, the main legacy of the Soviet 
period was not so much city plans but failure 
to achieve what the planners had hoped to 
achieve (French 1996: 51). Master plans were 
often only followed during their fi rst few years 
and, as time went on, many lost their power 
to control because circumstances changed 
or developments unforeseen by the planners 
occurred. 

After independence, the countries of the 
South Caucasus tried either to abandon 
the former Soviet spatial planning system 
(Georgia), modify and adjust it to the present 
circumstances (Armenia) or preserve it 
almost unchanged (Azerbaijan). However, so 
far no effective spatial planning systems are 
implemented in the South Caucasus.

BOX 5.7: STRUCTURE AND ESSENCE OF THE SOVIET-ERA SPATIAL PLANNING

Sources: French, R., Legacies and lessons of the Soviet period or city planning in the post-Soviet lands. Economic, social and political aspects of urban and regional change. 
Proceedings of the second British-Georgian geographical seminar (28 June–5 July 1995, Oxford – Birmingham - London), 1996. Gerkeuli, N., Mirziashvili, P., Municipal Assets 
Management in Georgia: Case of Mtskheta Municipality, 2007
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MAP 5.11: THE MASTER PLAN OF TBILISI (2009)

Source: Planning Department of the City of Tbilisi
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FIGURE 5.11: TRANSIT BETWEEN GEORGIA AND ARMENIA

Source: Greyan, L., Poverty Issue in Post-Soviet Georgia and Armenia. Master’s thesis. 
Tbilisi, 2012

guarantees, clearly remain obstructed by undesirable power 
relationships between the centre, the regions and localities. 
Underdeveloped participatory approaches to municipal 
planning and management are another signifi cant obstacle 
to governance reform in the subregion. 

Towards Collaborative Spatial Planning and 
Urban Development 

In Armenia, the Law on Urban Planning (1998) 
regulates urban development. Th e key objectives of spatial 
development and implementation are refl ected in 
planning documents at national, territorial and local 
levels. Th e national level elaborates settlement distribution 
and territorial organization. Th e regional level deals with 
territorial planning for the marz, communities and the 
micro-regional level. Th e local level controls communities’ 
general plans and zoning. By law, urban planning documents 
are divided into two groups – urban (or spatial) planning and 
architectural construction documents.51

Since independence, only 60 local plans (6.6 per cent of 
all local communities) have been elaborated, out of which 
50 had been fi nanced by the state. Both the quantity and 
quality of these plans has been criticized.52

In Azerbaijan the general spatial organization framework 
remains the one inherited from the Soviet era. Development 
of long-term spatial planning and urban development 
has been slow or non-existent. Th is has undermined the 
implementation of legislation and standards for new 
construction, exacerbating the lack of urban development 
control. Despite recent prioritization of master planning, 
the focus is mostly on land use without much attention 
being paid to environmental, communal and local economic 
development aspects. Looking ahead, policymakers should 
not only update long-standing master plans, but do this 
through open, transparent and participatory processes that 
encourage feedback from local communities.53

Georgia’s post-Soviet progress with spatial planning 
is less than impressive. During the past two decades no 
comprehensive updated scheme of the national settlement 
system has been compiled. Uncertainties about territorial 
integrity and the correspondingly unclear territorial-
administrative arrangements of the country are a seemingly 
permanent excuse for inaction. Urban master plans have 
been produced sporadically but the process was re-activated 
in the past four to fi ve years, when settlements such 
as Batumi and Signaghi started infrastructure 
development and spatial (re)organization projects. Renewed 
interest in planning and project implementation often 
appears to be based on central government decisions to 
enhance the tourism attraction of selected cities. Th e 
Georgian capital Tbilisi got a new master plan (Map 
5.11) only in 2009, after the German GIZ (Gesellschaft 
für Internationale Zusammenarbeit) had co-fi nanced 
the elaboration of a comprehensive land-use plan a 
year earlier which then served as the basis for the new 
master plan.

Cross-Border Cooperation
Regional cross-border cooperation is largely determined by 

international political relations and the degree of openness of 
boundaries. Accordingly, cross-border cooperation between 
Armenia and Azerbaijan has ceased since the 1990s. Deep-
rooted socioeconomic hardships and introspective attitudes 
have also signifi cantly contributed to the currently poor state 
of economic cooperation.

Cross-border cooperation between Georgia and Armenia 
is crucial for landlocked Armenia, especially since its 
border with Turkey is closed (see Map 5.4), while it also 
has no diplomatic relations with Azerbaijan. Although free 
trade, taxation, customs and other agreements have been 
signed between Georgia and Armenia, regional economic 
cooperation remains underdeveloped. Limited infrastructure 
and high levels of corruption were among the main obstacles. 
Some recent improvements occurred but, in spite of Armenia’s 
interest in building relations with the adjacent (mostly 
Armenian-settled) border province Javakheti of Georgia and 
its main city Akhalkalaki, direct economic relations have 
not increased substantially. In contrast, enhancement of 
transport infrastructures in Georgia has benefi ted growth of 
traffi  c through Georgia to Armenia (See Fig. 5.11).

Georgian-Azerbaijan cross-border cooperation and joint 
projects (often with Turkish participation) are much more 
extensive. Currently, Azerbaijan is among the top-three 
economic partners of Georgia and Azerbaijan State Oil 
Company investments in Georgia reached USD 470m 
in 2011. Tbilisi, Rustavi, Gardabani and Marneuli are 
receiving ever-increasing numbers of visitors from and 
economic interactions with Azerbaijan, especially the city 
of Ganja and the provinces Akstafa, Gazakh and Qakh. 
Th e Georgian Black Sea and mountain resorts are also 
increasingly attracting Azerbaijani and Armenian tourists 
and business people.

Cross-border co-operation is an important priority in the 
European Union’s Neighbourhood Policy and the Eastern 
Partnership proposed ‘to support sustainable development 
along both sides of the border, to help decrease diff erences in 
living standards across these borders, to promote trade and 
investments, and to address the challenges and opportunities 
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�
'Good Luck' in Azerbaijan! Sign at the Georgian-Azerbaijani border crossing at Matsimi, Georgia. Azerbaijan is among the top-three economic partners of Georgia. ©hitchhikershandbook.com

arising from proximity between local regions’.54 Armenia, 
Azerbaijan and Georgia are all members of these EU projects.

In 1998, the Eurasia Partnership Foundation (EPF) 
launched the South Caucasus Cross-Border Programme, 
an initiative designed to address shared regional challenges 
through common approaches and exchange of experience 
and innovative ideas among engaged citizen groups in the 
South Caucasus. Since then, this programme has invested 
more than USD 6m in grants and technical assistance to 
Armenia, Azerbaijan, and Georgia, supporting more than 
150 trilateral projects in media strengthening, economic 
development, environmental protection and public policy 
development. The EPF’s Cross-Border programme promotes 
confidence building across the South Caucasus subregion by 
leveraging regional economies of scale, exchanging regional 
and international best practices, sharing innovative ideas and 

fostering cooperative networks among civil society, media, 
and businesses.

CARE International in the Caucasus, in cooperation 
with the Austrian Development Agency, is implementing 
the project ‘Poverty Reduction and Confidence-Building in 
Border Areas of Georgia and Armenia by Strengthening Civil 
Societies in Sustainable Rural Development’ (STAGE II) in 
border areas of Georgia and Armenia: Samstkhe-Javakheti 
and Kvemo-Kartli (Georgia) and Lori, Tavush and Shirak 
regions (Armenia).

There is also an extensive network of town-twinning and 
sister cities with participation of many urban settlements 
both in the subregion (Armenian-Azerbaijan city twinning) 
and at the wider international level. However, only few of 
these proved to be as systematic and effective as the Tbilisi-
Saarbrücken partnership.
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�
Baku White City will be one of the largest modern projects in the world. It is being built entirely on an ecologically reclaimed industrial zone, known as the Black City - a piece of urban heritage 
from the fi rst oil boom. ©www.bakuwhitecity.com

5.6 
Emerging Issues

Competition and Cooperation

In the fi rst decade of independence, the cities of the 
subregion all tried to address their numerous problems, 
seeking survival and stabilization rather than competition 

for regional, country-wide or local leadership. Th is situation 
changed once the economies started to grow and selected 
cities, mostly the capital city regions, started competing for 
leading regional roles. Th ese included mostly the settlements 
that had by then successfully re-defi ned their economic bases 
for growth and competitiveness in the new socio-economic 
and political environments.

Th ese strategies largely depended on national priorities 
and strategic visions, although strategy-defi ning documents 
are still few and of questionable quality. Consequently, 
most new urban development projects to increase urban 
competitiveness are launched on ad hoc bases.

Azerbaijan relies on its fast-growing oil-based economy 
and, along with ordinary infrastructure, housing or 
renovation projects, implements or envisages expensive and 
ambitious mega projects. Th ese include the ‘White City’ 

area in Baku and the ‘Azerbaijan Tower’ on the soon-to-
be-created artifi cial Khazar Islands in the Caspian Sea (see 
Text Box 5.8). Although these development projects embrace 
several areas and settlements of Azerbaijan, the focus is 
mainly on Baku and the surrounding Apsheron Peninsula. 
In its attempt to diversify the national economy, Azerbaijan 
is focusing on tourism as one of the main new branches to 
develop. Hence, many projects, including mega projects, are 
oriented on promoting both in-migration and large numbers 
of foreign visitors and investors.

Armenia’s development plans count on foreign investments 
(mostly from Russia and the wealthy Armenian diaspora). Th e 
landlocked country does try to improve its communication 
and transportation infrastructures, connecting Armenia to 
neighbouring Georgia with new highways to achieve better 
connectivity with the Black Sea coast. It also tries to enhance 
communications internally. Besides some extracting and 
manufacturing industries, Armenia considers tourism the 
economic sector with most promise and believes it could 
attract wealthy foreigners of Armenian origin and others. 
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�
Ancient Armenian church of Khor Virap overlooked by Mt. Ararat, 30kms south of Yerevan. Armenia considers tourism the economic sector with the most promising outlook. 
©Alexander Ishchenko/Shutterstock

Consequently, Yerevan, along with several historical 
sites outside the capital city and resort settlements such as 
Jermuk and the Lake Sevan area, is seen as a major pole of  
economic growth.

Georgia’s aspiration of joining the EU and NATO 
has stimulated the country into undertaking radical 
administrative and political reforms to harmonize its 
institutional, legal and socio-economic environment with 
EU countries. Such attempts foresee the elimination of 
‘petty corruption’, easing of bureaucratic mechanisms and 
other attractive and transparent conditions for businesses 
and investors. The conversion of Georgia in the post-Soviet 
region and beyond as a ‘reform exporter’ and the most 
investor-friendly country, is to some degree compensating for 
its limited state budget and lack of strategic natural resources. 
Hence, Georgia is well on the way for more systemic changes 
than Armenia and Azerbaijan. 

Another remarkable shift in Georgia’s urban development 
is the Government’s decentralization effort. Since the mid-
2000s, Georgia has been reducing the overwhelmingly 

commanding role of its capital Tbilisi as the seat of all  
official power and decision-making in the country. The 
relocation of the Constitutional Court to Batumi and 
of the Parliament to Kutaisi has started a process of 
functional dispersion. The impacts of diverting functions 
to other settlements are considered somewhat of a risky 
experiment with the results evident only in the coming 
years. Nevertheless, a sustainable economic base for the 
development of most Georgian and other South Caucasian 
cities should be determined and enforced in the nearest 
future. In some cases, this might involve revitalization of 
decayed industrial profiles such as in Sumgayt, Rustavi, 
Zestafoni and so on. In other cases it concerns finding new, 
mostly tertiary and quaternary functions.

The existing lack of domestic and regional coordination 
and cooperation among cities makes balanced and efficient 
urban settlement development doubtful. Having almost 
each individual city and town of the subregion attempting 
to become a tourist centre shows a low level of economic 
diversification and a high degree of duplication.
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BOX 5.8: URBAN MEGA PROJECTS IN THE SOUTH CAUCASUS – CHALLENGING THE FUTURE?

In the past few years, the South Caucasus has become a place of 
planning interventions and several ambitious and extraordinary city 
construction and infrastructural projects.

In 2010, the world’s longest cable car line was opened in Armenia. 
The 5.7 km ropeway over the Vorotan River Gorge connects the capital 
Yerevan with the ancient Tatev monastery near the border with Iran. 
The link allows year-round access to one of the county’s most important 
religious centres, which is expected to become a major tourist attraction. 
The USD 18m cable car line received much of its funding from private 
donations, according to the National Competitiveness Foundation of 
Armenia which oversaw the project. At its highest point over the gorge, 
it travels 320 metres above ground level. Through this project Armenia, 
keen to develop its tourism industry, showcases its ancient history and 
old Christian traditions.

Azerbaijan is seeking a global fi rst by planning the 189-fl oor, 1,050m  
high ‘Azerbaijan Tower’ on the one of the islands of the artifi cial Khazar 
Archipelago in the Caspian Sea. The islands will serve as a new 
commercial and residential hub. The tower alone is expected to cost 
USD2 bn, while the surrounding city - designed to house one million 
residents and containing hospitals, parks, shopping and cultural centres, 
universities and more than 150 schools, plus a Formula One racetrack - 
is estimated at USD100 bn. The start of construction of the Azerbaijan 
Tower is scheduled for 2015 with a planned 2018/19 completion date. 
The Khazar Archipelago is due for completion by 2022. (Quick, D., 2012; 
Iliafar, A. 2012).

At the end of 2011, Georgia’s government announced a plan to build 
the new ‘instant city’ Lazika on a stretch of marshy land of the Anaklia 
Region in north-west Georgia, close to the confl ict zone with Abkhazia. 
Inspired by the Chinese urban and economic boom, this project should 
propel Georgia into the world market with the economic trade hub that its 

geographic location warrants. The plans, which are not yet fully released, 
indicate a development of primary and secondary highways, an airport, 
multiple seaports and railways that will connect the new city, providing 
accessibility for transport and trade of cargo. The city is subdivided into a 
processing centre in combination with a transportation hub and logistics 
area; a business district, which will cover three million square metres; 
residential areas varying from small homes to the modern high-rise 
and expansive mansions. The centre of the city is devoted to a large 
amusement park and wildlife preserve. The north-eastern coastline will 
be developed into a tourist region with world-class hotels.

The project is expected to be completed by 2020 and will 
accommodate up to 500,000 residents. Costs have been estimated 
between USD 600m to 900m, which the Georgian government hopes 
to fund mainly through foreign investments. The project is causing lots 
of questions and controversy. Criticism comes from those who question 
whether people will be willing to move to the new city given Georgia’s 
small population and negative demographic trends. In addition, many look 
at this project as a waste of resources when most of the cities in the 
country are losing population and struggling with poverty. In response, 
the government states that it is a poverty alleviation strategy as the 
city is envisioned as an economic engine that, within ten years, will 
be “a leading Black Sea trading hub”. (Vinnitskaya 2012, Barry 2012, 
‘Instant city’ plans 2012).

The recent mega projects for new cities in the South Caucasus show 
many similarities with urban development approaches in wealthier 
parts of the post-Soviet area such as Russia or Kazakhstan and some 
developing countries. The applied methods and concepts certainly refl ect 
competition strategies and policies for gaining a place in regional and 
global urban hierarchies. However, it is still unknown how successful such 
approaches will prove in reality.

�
Architects’ rendering of the Azerbaijan Tower on one of the islands of the artifi cial 
Khazar Archipelago in the Caspian Sea. ©khazarislands.com

�
Architects’ rendering of the Georgian government's planned city 'Lazika'. 
©www.youtube.com

Barry, E., On Black Sea Swamp, Big Plans for Instant City. The New York Times, 2012. 
Iliaifar, A., $2 billion Azerbaijan Tower to usurp Saudi Arabia’s Kingdom Tower as world’s tallest (http://www.digitaltrends.com/lifestyle/2-billion-azerbaijan-tower-to-usurp-saudi-
arabias-kingdom-tower-as-worlds-tallest/). 
Quick, D. 2012. World's tallest building proposed for Azerbaijan. 
Vinnitskaya, I., Instant City: New City Lazika, Anaklia Region, Georgia, 2012 (http://www.archdaily.com/228980/instant-city-new-city-lazika-anaklia-region-georgia/)
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The past few years have shown a growing interest 
among South Caucasus countries in developing urban 
and infrastructural mega projects envisaged at adding 
to their international image and, hence, these measures 
could be seen as ‘city or place branding’. All in all, South 
Caucasian cities currently are in the process of re-defining 
and re-inventing themselves within the new regional 
and global circumstances. Their current competitiveness 
is still very limited in comparison with many Eastern 
European cities. However, an overall underdevelopment 
of the urban systems in the subregion, as well as in the 
adjacent North Caucasus, Central Asian and Middle 
Eastern areas, may provide opportunities for some of cities 
in the South Caucasus to claim a role as regional leaders if 
efficient development policies are implemented in the years  
to come.

Accessibility to the Region 
The main reasons of limited accessibility to and within 

the subregion are the high degree of internal spatial 
separation and lack of cooperation. Closed boundaries cause 
territorial fragmentation, isolation and underutilization 
of the favorable macro- and mezzo-geographic location.  
The subregion’s internal transport system is almost non-
existent and communications mostly have an occasional 
rather than systematic character. Lack of coordination 
hinders efficient and mutually beneficial communication 
to and from the subregion. For example, the air transport 
routes, by which the main part of overseas connections is 
established, especially for passenger mobility, are duplicated 
by the three main airports – Baku, Tbilisi and Yerevan 
with flights to the same destinations rather than diversifying. 
This keeps the main air gateways of the South Caucasus far 
outside the subregion, mostly in Istanbul or Moscow.

Other modes of transport are also underdeveloped and 
play an insufficient role in establishing intensive international 
connections. An additional accessibility inconvenience is 
the different visa regimes. Georgia is visa free for most of 
the world, while Armenia and Azerbaijan require visas, 
sometimes involving complicated procedures for citizens of 
non-CIS countries.

Azerbaijan and Georgia find mutual interests in 
implementing joint projects towards increasing their 
connectivity with the outside world using each others’ 
locational advantages and resources. Such cooperation 
embraces oil pipelines, railways and road projects aiming 
at reaching Western European countries and Central Asia 
through the Black Sea and Turkey’s territory and the Caspian 
Sea. Consequently, Armenia, due to ongoing political tension 
and closed boundaries with Azerbaijan and Turkey, remains 
excluded as its relations and connections with Georgia only 
partially compensate for the derived losses.

At the same time, all three countries, especially their 
capital cities, are in competition for establishing themselves 
as regional hubs. Georgia’s approach is somewhat different 
as it tries to diversify and redistribute gateway functions 

among several cities. The ongoing construction of modern 
international airports in Kutaisi and in the Poti-Anaklia 
region to attract budget airlines, together with the planned 
new port of Lazika and expending the existing Poti port, 
emphasizes the desire to create alternative regional hubs 
closer to the Black Sea shore and, hence, European cities. 

Climate Change and Green Economy 
The Constitution of Georgia (1995) states: ‘Everyone shall 

have the right to live in a healthy environment and enjoy 
natural and cultural surroundings’ (Article 37). The right to 
live in a healthy environment is guaranteed by constitutional 
and legal acts of Armenia and Azerbaijan, too. However, in 
reality, the implementation of proactive environmental and 
ecological policies in all three countries is lagging. 

Environmental problems rank low among other priorities. 
Along with relatively low socio-economic development and 
low personal incomes, this could be explained by the low 
environmental culture of the Soviet legacy. But the South 
Caucasus is facing many environmental threats, like urban 
air pollution from traffic and industry, deforestation, soil 
degradation and water pollution. At the same time, the 
severity of almost all these problems is not unusual for most 
of the other transitional countries. Generally, most are still 
manageable through targeted policies. The greatest efforts 
are needed to stabilize and improve the situation in oilfields 
in Apsheron (Azerbaijan), as well as in the areas of extraction 
of different mineral resources such as Alaverdi (Armenia), 
Kazreti (Georgia).

The countries of the subregion have signed global and 
regional environmental agreements resulting in international 
obligations for improving ecological conditions. They also 
have access to the required scientific and technological 
knowledge and funds, raising confidence in the possibility of 
tackling and improving the situation (at least partially) over 
the coming years. 

However, the extremely threatening and urgent matter 
of the operation of the Armenian Nuclear Power Plant 
(ANPP) remains unresolved (see Text Box 5.5). This could 
be seen as a central matter for testing the political will and 
readiness for cooperation and implementing constructive 
relations within the subregion, on the one hand, and the 
problem solving capacity by the international community, 
on the other. Hence, the ANPP should become a matter of 
priority for responsible policy-making towards political and 
environmental sustainable development of the subregion. 

Multi-cultural Societies as an Emerging Issue
The South Caucasus’ violent ethno-political conflicts from 

the late 1980s to the early 1990s seriously discredited the 
idea of multiculturalism in the subregion. Rather, the years 
of independence have witnessed an ethnic homogenization 
in the South Caucasus countries, especially in their capitals 
and other urban settlements. 

The share of Azeri population in Azerbaijan grew from 
82.7 per cent in 1989 to 90.3 per cent in 1999; the share 
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Georgia: An Urban Snapshot 
 
Total Population:                                                                                                            4.515 million (2012) 
Main Economic Sectors:                                                                                               Services 67.2% (Trade, Hotel &                                 
                                                                                                                                                Restaurant Services 19.1% of GDP) 
Urban Growth Rate:                                                                                                       0.9% annual (2012) 
Urbanization Level:                                                                                                        53% of population in urban areas 
Population Density:                                                                                                        64 people/km2 

Number of Cities:                                                                                                             62 cities and 48 townships 
Capital City:                                                                                                                        Tbilisi 
Other Key Cities:                                                                                                              Batumi, Kutaisi, Rustavi,  
                                                                                                                                                 Gori, and Poti                   
Population of Capital City (% of total population):                                          1.47 million (33% of total pop.) 

Executive Summary 
Overview 

This Review analyzes the profile, trends and challenges of Georgia’s changing urban landscape since 
independence in 1991 and provides policy suggestions to facilitate the economic transition of the country 
through its cities1.  In its analysis and subsequent recomendations on policy interventions, this report 
draws on a program of diagnostics called the ‘Urbanization Review’ (UR).2  The UR diagnostic is based 
on three main pillars of urban development which have emerged as key areas of policy engagement for 
successful cities. These are: a) planning—charting a course for cities by setting the terms of urbanization, 
especially policies for using urban land and expanding basic infrastructure and public services; b) 
connecting—physically linking people to jobs, and businesses to markets; and c) financing—raising and 
leveraging up-front capital to meet the increasing demand for infrastructure and services. 
 
The Georgia Urbanization Review finds that the country continues to face challenges arising from its 
dual transition from a planned to a market economy and from a rural to an urban economy. The 
transition from a planned to a market economy was accompanied by an economic decline and increasing 
regional disparities. This was exacerbated by the 2008 financial crisis. As the economy transitioned from 
a planned to a market economy, Georgia’s economy also became more urbanized and there are strong 
indications that building on the urban economy can assist Georgia out of its current economic malaise. 
However, growing regional disparities emerge as a challenge of this transition from a rural to an urban 
economy.   

                                                             
1 The Review has been enriched through extensive discussions with the government of Georgia, local academia, and 
various development partners involved in the country’s urban sector. It also builds on a strong portfolio of World 
Bank operations and knowledge development for the government.  
2 The World Bank, together with SECO and Cities Alliance, has carried out Urbanization Reviews in 12 countries 
across 4 continents to help mayors and other policy makers identify the bottlenecks of urbanization and to propose 
policy options to tackle such challenges. The lessons from these diagnostics were distilled into a practical 
framework for sustainable organization around three pillars: planning, connecting, financing. This was distilled into 
a book - Planning, Connecting and Financing Cities–Now: Priorities for City Leaders (2013). More than 10 
countries have so far been reviewed across four continents. 
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The Review also finds that Georgia has successfully implemented reforms in each of the diagnostic pillars 
of urban development. Its land registration system is highly rated in the World Bank ‘Doing Business’ 
Surveys; its planning legislation is gradually moving away from its Soviet past; intergovernmental fiscal 
transfers are regular and transparent, and the government is in the process of financing several highway 
infrastructure projects to improve intercity connectivity and reduce regional disparities.   
 
In moving forward, the Review recommends that Georgia focus on: a) developing a national urban 
strategy that recognizes the contribution of each city to the overall economy, i.e. a ‘systems of cities’ 
approach that can assist in reducing regional disparities; b) assisting cities to develop urban plans – 
including local economic development plans, c) reforming building and planning codes; and d) assisting 
cities in improving their local governance and finances. 
 

The Urban Challenge  
 
The Georgia Urbanization Review finds that the country continues to face challenges arising from its 
dual transition from a planned to a market economy and from a rural to an urban economy. The 
transition from a planned to a market economy was accompanied by an economic decline and 
increasing regional disparities. This was exacerbated by the 2008 financial crisis. At the same time, the 
economy has become more urbanized and there are strong indications that building on the urban 
economy can assist Georgia out of its current economic malaise. However, as the economy urbanized, 
regional disparities have worsened. Consequently, as it supports a growing urban economy, the 
Government should also carefully address the emerging regional disparities.    

 
Georgia has faced a difficult economic 
transition since independence. Prior to 
the fall of the Soviet Union, Georgia 
stood as one of its most prosperous 
republics, boasting a per capita income of 
over USD 6,000. But the transition 
towards a market economy in the years 
following independence saw its per capita 
income plummet to less than USD 2,000. 
Georgia’s fall from a leading to lagging 
economy is clear when comparing its 
economic performance since 
independence to neighboring countries 
and regions. Although the comparators in 
the region also faced sharp declines in 
real GDP in the early nineties, their GDP 
growth rates have converged and GDP 
figures have caught up or exceeded 1990 

levels. However, Georgia’s GDP remains at levels considerably lower than that of its neighbors’ (see 
Figure 1), with still only 78 percent of the GDP level in 1990 (World Bank 2013a).   

Figure 1: Real GDP, Georgia and ECA Countries 

(Index, 1990=100) 

 
Source: From World Bank, 2013. Georgia Rising, pg. 3. 
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At the same time, Georgia’s economy has become 
more urbanized and there are indications that 
economic recovery can be led by its cities. Already 
54 percent of the country’s population lives in cities. 
The Tbilisi region is home to almost 50 percent of 
urban dwellers, and responsible for over 50 percent 
of national production. Yet, there is still significant 
potential to further tap economies of scale and 
agglomeration that accompany urbanization.  
 
However, two key regional disparities – between 
urban and rural areas and between Tbilisi and the 
remaining cities – have emerged as the economy 
urbanized. First, although agricultural contribution 
to GDP has shrunk from about 30 percent in 1997 to 
less than 10 percent in 2012 (see Figure 2), it still 
accounts for about 50 percent of national 
employment, primarily for subsistence farmers who 

also live in extreme poverty. About 64 percent of the country’s poor now live in rural areas, despite the 
fact that rural areas comprise less than 50 percent of Georgia’s total population. Second, the primacy of 
Tbilisi is evident from the fact that it accounts for about 50 percent of national population and GDP, and 
also has the highest average population density countrywide with 15,000 people per km2. This is 
comparable to cities such as Rio de Janeiro, Brazil and Bilbao, Spain.3 The cities of Kutaisi and Rustavi 
have much lower average densities of around 1,000 people per km2.   
 
The seemingly disproportionate concentration of economic activity and population is not unique to 
Georgia, but in Georgia this spatial dispersion manifests in regional disparities in basic services. In fact, 
economic concentration characterizes the world economy: only 1.5 percent of global land produces half 
the world’s GDP (World Bank 2013c: 24; World Bank 2008: 96). In countries like Japan and France, 30-
40 percent of GDP is concentrated in the capital cities (World Bank 2013c). What differentiates these 
countries from Georgia is their success in achieving convergence among sub-national regions in access to 
basic infrastructure and social services. In Georgia, in contrast, access to basic services mirrors the 
country’s income disparity – for example, only 4 percent of rural people are connected to a piped sewage 
network compared to 78 percent of their urban counterparts. Furthermore, Georgia’s current market 
economy, in the context of spatial dispersion of mono-cities inherited from the Soviet era, has prevented 
market forces from concentrating adequately. Together, these present a unique challenge to closing 
disparities during Georgia’s time of transition.  
 
As Georgia moves forward it will need to find the correct policy mix to ensure that its cities maximize 
their economic potential while, at the same time, achieving convergence amongst sub-national regions in 
their access to basic infrastructure and social services. International experience from both developed and 

                                                             
3 Demographia, World Urban Areas, March 2013. 

Figure 2: Sectoral Share of GDP (1997-2012) 

 
Source: World Bank 2013, Georgia Rising  
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emerging economies clearly shows that urbanization and agglomerations are central to economic growth, 
and each city has its role to play. Urbanization policies for Georgia should therefore set priorities 
appropriate to their levels of urbanization by adopting a ‘system of cities’ approach (World Bank 2009). 
This approach recognizes that cities and regions, ranging from those in incipient stages to advanced stages 
of urbanization, can complement each other’s production systems through a coherent urban strategy.  For 
cities to be able to lead this process efficiently, efforts will also be required along the three pillars 
discussed earlier – planning, connecting, and financing – to accelerate Georgia’s pace of economic 
growth, and to help it regain its status as an economic leader in the region. 
 

The Policy Response: Addressing planning, connecting and financing 
 
Planning - Recalibrating markets and planning for vibrant cities.  
 
Streamlined administrative procedure for property registration and the successful one-stop-shop 
program for planning applications, emerges as Georgia’s success story in the planning pillar. But 
there is room for improvement in land management systems, ensuring coordinated urban development 
and infrastructure provision across the decentralized levels of government, and improvement in 
housing and infrastructure quality.  
  
Georgia has made significant progress in 
streamlining administrative procedures, 
and ranks number one across all 185 
economies surveyed in terms of registering 
property, and number three in terms of 
dealing with construction permits (World 
Bank, ‘Doing Business’ 2013). Georgia’s 
property registration procedure requires 
only one step compared to an average of 
six steps in ECA countries and five in 
OECD countries. Likewise, the city of 
Tbilisi has implemented a “single window” 
mechanism for residents to submit 
planning applications, which allows 
applicants to submit applications to a 
single place, obviating potential delays or the hassle of having to interact with multiple agencies.  
 
A national urban strategy is needed to exploit economic potential of urbanization and to strengthen 
coordination for urban development. A major planning deficiency is Georgia’s lack of a long-term 
strategy for urban development where the contribution of each city to the nation is maximized based on 
its comparative and competitive advantages. A closer examination of the economy of each city reveals 
distinct differences and inherent advantages which, if exploited, could maximize its potential for 
development, contribute to the overall economy, and reduce inter-city and regional disparities. For 
example, Tbilisi specializes in services; Batumi and Kutaisi are oriented towards trade and markets; and 

Why Planning is Important 
Cities thrive when people and firms can benefit from being 
close together, creating agglomeration economies.  But this 
beneficial transformation can be thwarted by policies that 
stymie development. Two key obstacles are inefficiency in 
land use and lack of co-ordination between land use and 
infrastructure planning.  Three sets of policies are required to 
overcome these obstacles: 
a) develop transparent and systematic land management 

including property registration, land valuation, and land 
use to respond to the demand for urban land as cities 
grow; 

b) coordinate land management with infrastructure, planning 
and building codes, natural resources and hazard risks; 
and 

c) leverage markets and regulation to ensure the adequate 
expansion of basic services. 
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Rustavi, Gori, Porti and Zugdidi have heavy industries (including construction, transport and 
communications).  
 
Weak standards and lack of enforcement of regulations in the housing sector are exacerbating concerns 
on its safety, quality, and aesthetics. This is particularly problematic as over 80 percent of Georgia’s 
current housing stock with a lifespan of 40-50 years was produced in the Soviet era, which is now in need 
of serious maintenance and structural retrofits. Much of the housing stock from the Soviet era is in need 
of urgent retrofit or reconstruction, and building construction codes need to be upgraded and enforced. In 
addition, building systematic mechanisms for tracking information on risk and making it publicly 
available can help. Making maps that identify sensitive areas easily accessible, e.g. flood risk areas or 
fault lines, would make property owners and developers more aware of risks and allow them to take 
preventive measures as they design, build and maintain the buildings.4  
 
Connecting - Reorienting the direction of trade among cities.   
 
Georgia is attempting to re-orient its road networks 
towards its new emerging trade partners, as a way to 
integrate lagging regions into the broader economy. 
However, maintenance costs emerge as a key 
constraint in the full realization of this strategy. 
 
Georgia is shifting away from its dependence on 
Russia as the dominant import and export market.  
Today, the country has an increasingly diverse set of 
trade partners at various distances and directions from 
its borders which extends far beyond its legacy of a north-south trade during the Soviet era.  
 
Georgia has responded by investing in several roads and highway projects to capitalize on these shifts. 
The key intervention at the national level is the rehabilitation of the East-West highway, which will 
connect the ports of Batumi and Poti with neighboring countries. The investment in the East-West 
highway is also positively impacting urbanization and, therefore, reducing regional disparities. Recent 
studies have found that municipalities that are within 20km to the East-West highway are more urbanized, 
more dense, and growing at a faster pace than other regions in the country. Investment in secondary and 
local roads connecting lagging regions such as Kakheti, Imereti and Samtskhe-Javahketi to Tbilisi will 
also assist in reducing regional disparities.  
 
However, maintenance costs are emerging as a key constraint in addressing connectivity. While the cost 
was not fully considered in Soviet times because of the State’s subsidization of railways and roads across 
widely dispersed cities, Georgia today grapples with the high cost of funding the expansion, rehabilitation 
and maintenance of these roads and highways. In 2010, the government allocated only GEL 28.6 million 
for routine road maintenance as compared to an estimated requirement of GEL 42.7 million. Similarly, 

                                                             
4 World Bank (2010). Natural Hazards Unnatural Disasters: the economics of effective prevention”. 

Why Connecting Is Important 
A city’s external and internal connections bear 
heavily on its future.  Where cities and city 
neighborhoods are disconnected, labor and 
product markets are disconnected.  City and 
national leaders can take the following steps in 
improving connectivity, by: 
a) valuing the city’s external and internal links; 
b) coordinating amongst transport options and 

land use; and 
c) leveraging investments for highest returns. 
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the government allocation for periodic maintenance in 2010 was GEL 3.1 million, compared to an 
estimated requirement of GEL 123.1 million. (World Bank 2012c: 84).  
 
Financing - Restructuring municipal finance and developing a framework for public-private partnerships.  
 
Georgia has a reasonable intergovernmental fiscal framework, with spending focused on the 
equalization of living standards among local self-governments (LSGs). However, stronger institutions 
are required to implement and manage public investments.  In addition, Georgia needs to leverage 
private sector financing through public-private partnerships to capitalize on benefits that such 
relationships may bring to city development.  
 
Unlike many other former Soviet republics, Georgia has substantially altered the structure of its 
subnational governments, and has paved the way 
for a smoother, more equal, and more transparent 
process for intergovernmental transfers; however, 
municipal own-source revenues need to be 
improved. The majority of LSGs’ revenues come 
through equalization grants from the central 
government, which derives its revenue from five 
tax sources. Equalization grants are intended to 
enable different jurisdictions to achieve 
reasonably comparable levels of local taxation 
(Shah 2013: 216). These grants are an essential 
component of Georgia’s efforts to move towards improved subnational financing, which focuses on 
decentralization and encourages local autonomy through transparent intergovernmental transfers. While 
transfers help smooth differences between municipalities in the short term, municipalities also need to 
develop and harness their own sources of revenue as Georgia continues its transition away from a planned 
economy.  
 
Although a good framework for intergovernmental fiscal relations is in place, stronger institutions are 
needed to implement and manage public investments. While priority investment needs have been 
identified well and investment decisions at the national and regional levels appear to be sound, the 
institutional set-up for public investment management at the LSG levels still requires significant 
improvement, including human resources development (e.g. establishing minimum qualifications of 
municipal officials, job description, competitive selection, incentives-oriented career development, etc.), 
accountability, improved governance, and community participation.  
 
Finally, Georgia lacks a robust legal framework for private participation, which is essential for 
infrastructure development and municipal service delivery. Rules for coordination across administrative 
units and between public and private investments are unclear. Out of 33 transition countries rated by the 
European Bank of Reconstruction and Development (EBRD) on the quality of PPP legislation, Georgia 
ranked second to last, placing the country squarely in the “low compliance” and “very low effectiveness” 
categories (EBRD 2012b). The legal framework under which PPPs fall is the Georgian law “On the 

Why Financing is Important 
Building modern cities and developing connective 
infrastructure will need additional financing for both 
the basic services and infrastructure that make 
planning and connecting possible. Limited 
expenditures for roads, municipal services and 
infrastructure, for example, highlight Georgia’s need 
to close the gap between its own resources and 
investment requirements. In order to close this gap, 
cities have two mechanisms at their disposal: 1) 
securing cash flow through user fees and taxes, and 2) 
borrowing from the public or private sectors. 
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Procedure for Granting Concessions to Foreign Countries and Companies,” a law which was adopted in 
1994 and has not been revised since.  
 
Moving Forward: 
 
Georgia needs to exploit its geographical advantage and become the entry point for international 
investments in the region.  To do this, Georgia’s policymakers need to encourage urbanization, allow 
market forces to strengthen economic concentration, ensure that basic services are accessible to all across 
the national landscape and reduce regional disparities.  
 
As Georgia’s policymakers move forward in implementing this agenda, the report recommends focusing 
on the following areas of engagement:  
 

• First, an urban strategy should be developed, bearing in mind the current spatial layout of 
settlements and their relationship to their peripheries. A ‘systems of cities’ approach which 
recognizes that cities, from those in incipient stages to those in advanced stages of urbanization, 
can complement each other’s production systems would be particularly useful.   

• Second, the ‘systems of cities’ approach by extension, also acts as an argument for a strong focus 
on examining the economic potential of the different cities, based on their existing patterns and 
inherent advantages. For example, supporting Tbilisi’s service economy, strengthening trade and 
market services in Batumi, Poti, and Kutaisi, and building on the strong industrial sectors in 
Rustavi, Gori, Zestafoni, and Zugdidi. 

• Third, the strategy should focus on planning for land use management, particularly on how 
existing and planned laws and codes should and could be implemented.   

• Fourth, examining municipal institutions from the starting point of municipal functions and 
financing emerges as a key area of intervention. Ensuring a sound public-private partnership 
framework particularly with respect to infrastructure development is also a key.  

 
Addressing these issues will enable policymakers to better understand policy priorities which include 
incentives, regulations, and investments.  
 
Structure of the report: 
 
This report starts by reviewing the state of Georgia’s economy and demographics since independence in 
Chapter 1, provides a description of the urbanization process in Georgia since its independence and the 
changes it has undergone in the transition process. It highlights the regional differences in growth and 
demonstrating that the rural-to-urban transition is not yet complete. The report then introduces the 
Planning-Connecting-Financing framework as a springboard into an analysis of where Georgia stands 
with respect to these three pillars of sustainable urbanization. Chapter 2 discusses the challenges of 
planning, stressing how despite advances in doing business, streamlined systems of submitting planning 
applications, and the incorporation of urban development into strategic planning documents Georgia has 
yet to fully embrace necessary planning instruments.  Chapter 3 focuses on the connecting pillar, and 
highlights how Georgia must balance trade between hardwired trade routes to Moscow and others, 
towards those that reflect the diverse set of trade partners to the east and west. In the final chapter, the 
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report focuses on the challenges that Georgia faces in terms of financing cities; the third pillar. This 
chapter draws attention toward the need to develop sources of own revenues, particularly through shared 
tax arrangements and private participation in urban infrastructure investment, in order to assist in 
achieving related planning and connecting goals.  
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Chapter 1 : An incomplete rural-urban transition – a bird’s eye view of 
Georgia’s urban system 
 
Around the world, countries that have faced rapid urbanization have also experienced a dramatic spatial 
transformation. In most cases, such a transformation entails strong shifts in the spatial distribution of 
demographic, social, and economic characteristics. The 2009 World Development Report Reshaping 
Economic Geography argues that countries that have done well promoted transformations along three 
dimensions: higher densities in growing cities, shorter distances, and fewer divisions within the country 
and between the country and the rest of the world. Georgia is still in the midst of rural-urban transition, 
and challenges along the lines of density, distance, and divisions still remain. In what follows, this chapter 
provides a description of the urbanization process in Georgia since independence and the transformations 
it has undergone through its rural to urban transition.  
 
The end of the Soviet era marks a sharp decline in economic and population growth in 
Georgia. 
 
Before the break-up of the USSR, Georgia had one of the highest GDP per capita among all republics, at 
over USD 6,000 per capita. Just a few years after independence, GDP per capita had collapsed to less than 
USD 2,000. In 1992, Georgia also exhibited the largest single year drop in GDP growth when the GDP 
growth rate fell by 45 percent (WDI 2012). This decline in GDP was due to civil unrest and ethno-
political conflicts, combined with the abrupt disintegration of the Soviet economic system and 
hyperinflation. Since the mid-1990s both GDP and GDP per capita have started to grow, but the pace and 
scale have not yet allowed it to reach the pre-independence levels.   
 
Georgia’s fall from a leading to lagging economy is clear when comparing its economic performance 
since independence to neighboring countries and regions. Although the comparators in the region also 
faced sharp declines in real GDP in the early nineties, their GDP growth rates have converged and GDP 
figures have caught up or exceeded 1990 levels. However, Georgia’s GDP remains at levels considerably 
lower than that of its neighbors’ (see Figure 1.1), with still only 78 percent of the GDP level in 1990 
(World Bank 2013a).  
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Figure 1.1: Real GDP, Georgia and ECA Countries 
(Index, 1990=100) 

 
Note: TUR (Turkey), CIS-RR (resource rich CIS countries), EU-10 (the ten Central and Eastern 
European countries that joined that EU in the 2000s), SEE (Southeastern European countries), 
CIS-NR (non-resource rich CIS countries), GEO (Georgia) 
Source: From World Bank, 2013. Georgia Rising, pg. 3. 

 
Before independence, Georgia was classified as an “agrarian-industrial” country, according to the Soviet 
economic terminology. An abrupt collapse of industry, which was strongly tied to enterprises all across 
the USSR, dramatically decreased industrial share in the national economy in the first years after 
independence. In the meantime, agriculture, despite also contracting but at much lower scale than 
industry, significantly increased its share in the national GDP.  
 
The collapse of particular manufacturing branches and enterprises and reduced industrial volumes of the 
remaining plants catastrophically worsened the socio-economic conditions in industrial centers. The urban 
population either emigrated or tried, with limited success, to establish other businesses. From 1990-2000, 
the number of those employed decreased 37 percent, from 2,763,300 to 1,732,700 (Geography of Georgia 
2003: 78). As a result, some cities and towns, especially those with single (mono) industries (e.g. Rustavi, 
Zestafoni, Tkibuli, Chiatura) shrunk, losing nearly one third of their population. A partial industrial 
rebound starting in 2005 somewhat reversed this process but did not fully compensate for previous 
population, employment and income losses. 
 
Mass privatization of formerly collective agricultural land in the 1990s required that the land be kept for 
agricultural use. However, in the following years, especially after 2004, the share of agriculture’s 
contribution to GDP gradually decreased, in spite of keeping up and even slightly increasing absolute 
volumes of production (Figure 1.2). This occurred as a result of the more rapid recovery of industries, 
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and, especially the growth of the service sector, like banking, telecommunications, energy, tourism, 
construction, community services, as well as the relative growth of public services – such as education, 
healthcare and public administration. Capital inflows from foreign direct investment and local private 
investments into industry and other non-tradable sectors bolstered the services industry while agriculture 
saw relatively little capital investment (Geostat 2012).  
 
The current composition of GDP reflects this reduction in the share of agriculture in relation to the growth 
of services and the recovery of manufacturing activities. From 1997 to 2012, services grew from less than 
one-half of GDP to two-thirds. Meanwhile, agriculture contracted significantly, from nearly 30 percent of 
GDP to less than 10 percent (Figure 1.2). In 2011, compared to the world average and Russia, Georgia 
still had a higher share of agricultural GDP (8 percent versus 3 percent and 4 percent), and a lower 
industrial share (23 percent versus 27 percent and 37 percent). The share of value-added from the service 
sector is similar to the world average (67 compared to 70 percent) (WDI 2012). The strong performance 
of services is anchored by the trade, hotel and restaurant industry, which has consistently constituted 
roughly 30 percent of the service sector since 1997 (Figure 1.3). Slight declines in shares of transport and 
communications as well as public administration in recent years offer avenues for Georgia to focus on 
expanding such areas to encourage sustained GDP growth.  
 
A comparison of employment and GDP at the national level reveals disparities stemming mostly from the 
agriculture sector. The economy is still dominated by rural employment, with unemployment strongly 
concentrated in urban areas (Rutkowski 2008).  While agriculture’s contribution to GDP has shrunk from 
about 30 percent in 1997 to less than 10 percent now, it still accounts for about 50 percent of national 
employment/underemployment, most of which is comprised of subsistence farmers living in extreme 
poverty. 
 

Figure 1.2: Sectoral Share of GDP  
(1997-2012) 

Figure 1.3: Composition of Service Sector  
(1997-2012) 

  
Source: World Bank 2013, Georgia Rising  Source: World Bank 2013, Georgia Rising 
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Unemployment in Georgia is a phenomenon that affects highly educated workers disproportionally. 
Unlike most ECA countries5, where the majority of unemployed have low education levels, the dominant 
unemployed groups in Georgia are workers with tertiary (higher) education. Of the total number of 
unemployed, Georgia’s highest educated comprise almost 40 percent, nearly double the percentage of 
Armenia, the country with the next highest (Figure 1.4). These figures point to an apparent skills 
mismatch in the labor market. Those with tertiary education levels are forced to take on low-skill jobs, 
leading to a wage penalty of as much as 25 percent for those who are highly educated (World Bank 2013: 
47) and are forced to take sales jobs but have a college degree. This phenomenon also explains the “brain 
drain” afflicting Georgia, as the country’s well-educated young population emigrates to better wage 
opportunities that match their skills.     
 

Figure 1.4: Unemployed workers with tertiary education 
(in percent of total unemployed workers) 

 
Source: World Bank, 2013. Georgia Rising 

 

Georgia’s economic fall went hand in hand with dramatic decreases in population. 
 
After 60 years of continued population growth, Georgia experienced a considerable population 
contraction after independence. Between the first (1926) and the last (1989) Soviet censuses (Figure 1.5), 
the population count doubled from 2.67 million to 5.4 million. Although hundreds of thousands of 
Georgians died during several turbulent events, such as during Stalin’s repression and World War II, high 
natural growth rates and a positive migration balance led to a rise in population during the earlier Soviet 
era.  
 

                                                             
5European and Central Asian countries. 
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Between 1990 and 2005 Georgia lost 20 percent of its population, ranking it as the second highest 
population decrease in Europe after Serbia.6 The population loss was largest between 1993 and 1997, 
when it dropped by almost 1 million people in just five years. Since the mid-2000s, population decline 
slowed before stabilizing at roughly 4.4 million people (Figure 1.5). However, today, total population 
numbers remain below 1970 figures, and population estimates for 2030 forecast that the population will 
continue to decline to 3.8 million.7  
 
After the collapse of the USSR, Georgia’s population loss was characterized by two distinct factors: the 
first is that the country faced a decline in natural population growth; the second is that large-scale out-
migration was driven by a loss of skilled white-collar workers. The first factor, the decline in Georgia’s 
natural population growth, began in the 1960s. Until then Georgia was the most populous country in the 
South Caucasus, and its capital Tbilisi was the region’s largest city. In the 1960s, Georgia’s birth rate 
dropped below 25 births per 1,000 people and its natural growth rate was below 20 births per 1,000 
people.  
 

Figure 1.5: Population changes in Georgia, based on the census 

 
Note: The 2011 number is estimated. See Geostat 2011. 
Source: The 2002 General Population Census of Georgia, Chapter 3. Tbilisi, Georgia, 2003. 

 
The second important force that drove population decline after independence was the significant 
outmigration of its urban, white-collar workers. These workers were those who sought better economic 
opportunities as Georgia’s economy declined as well as those who were ethnic minorities returning to 
their countries of origin. During Soviet times, the government guided location decisions of individuals 
and firms through policies that attempted to balance regional population by encouraging the young in 
densely or ‘overpopulated’ areas to relocate to industrial and economic centers in remote and under-
populated locations across the USSR.  
 

                                                             
6Meladze, 2007: p. 117 
7World Urbanization Prospects: The 2011 Revision, New York 2012 
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Despite a lack of precise migration data, it is estimated that net emigration exceeded one million between 
1990 and 2006, 8  The main destination was Russia, with that 64.5 percent of Georgian emigrants, 
according to the 2002 census,9 until the mid-2000s when rising political tensions and armed conflict in 
2008 made migration between these two nations more difficult. Since then, the flow shifted mainly to the 
EU, Turkey and the US.   
 
The patterns of migration and population decline observed in Georgia are common to other Eurasian 
cities. The dissolution of the Soviet Union led to massive repatriation as people were no longer tied to the 
industrial cities to which they had been forced to move. Russians made up the bulk of these migrants; 1.7 
million Russians, or 14 percent of the total population residing in non-Slavic states, returned to Russia 
from 1990 to 1994 (World Bank 2012a). In general, however, most ethnicities saw negative net migration 
in the years leading up to the fall of the Soviet Union, with net migration leveling out or becoming 
positive by 1993 or 1994. 
 
Box 1 – Defining Urban Areas in Georgia 
Georgia, traditionally a rural country, made its transition to an urbanized nation in the second half of the 
20th century when urban populations began to grow. Today, Georgia has a population of almost 4.5 
million in an area of 69.7 thousand km.,² and for the last two decades has had an urbanization rate above 
50 percent.  
 
In Soviet times, the legal status of an urban settlement (city/town) was applied mainly according to two 
criteria – 1) having a population of at least 5,000, and 2) having less than 15 percent of workers in 
agricultural and other primary sectors, such as fishery, forestry, etc., but excluding mineral extraction. 
 
Today, ‘urban’ and ‘rural’ are defined by the Georgian Law on Local Self-government (December 
2005),10 which still reflects the strong influence of the earlier Soviet legislation. The law distinguishes11 
between three types of settlements: villages, townships12 and cities (or towns).13 The law also states that a 
city must have at least 5,000 residents and an urban economy, and serve as an economic-cultural center. 
However, the city status can also be given to settlements with under 5,000 if they are self-governing 
entities or have an ‘immediate perspective14 of economic/population growth.’ Townships (‘Daba’, in 
Georgian), another type of urban settlement, should have at least 3,000 residents and accommodate 
industries, social services, healthcare networks and socio-cultural establishments that fulfill the functions 
of a local economic and cultural center. 

                                                             
8Sakartvelos geografia, 2003: 36-37; Meladze, 2007: 95 
9Meladze, 2007: 100 
10 See http://www.parliament.ge/ [in Georgian].  
11 The ‘Georgian Law on Local Self-government’, 2005: Chapter 1, paragraph 1d.  
12 The term ‘township’ is used in this review to refer to the concept of ‘Daba’ [in Georgian], which is the same as 
the Russian term ‘PGT’ for posyolok gorodskogo tipa, or urban-type settlement 
13 There is no distinction between the terms ‘city’ and ‘town’ in the Georgian language; however, such a distinction 
is used in this review according to international practice. 
14 However, this perspective is not explained. 

http://www.parliament.ge/
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Based on these definitions, Georgia has 110 urban settlements15 of which 62 have city status and 48 are 
townships. However, not all meet the population requirements: 10 cities (16 percent) have fewer than 
5,000 people and 27 townships (56 percent) have fewer than 3,000 people. In these cases, they have 
gained urban settlement status because they are municipal administrative centers or are not considered 
agricultural economies. However, these urban settlements are not defined strictly by the population and 
sector requirements given in the law. 
 

Population and economic activity is concentrated in Tbilisi. 
 
Today, the regional distribution of the population varies considerably across the country by the 
composition of settlements, population figures and the urban-rural population balance (Figure 1.6).16 The 
complex topography accentuates the variations of population distribution across the territory. Tbilisi, 
which is both a municipality and a region, is by far the most populous area with a population of 1.13 
million people. Several studies suggest that after independence, almost all cities and towns lost population 
to Tbilisi, which was seen as the one place in the country offering non-agricultural job opportunities.  
Several studies report that after 1990, as much as 25 percent of residents of some residential districts 
(mikrorayons) in Tbilisi were recent in-migrants. 17 Among other regions, anchored by their main city, 
only two – Imereti and Kvemo-Kartli – have a population that exceeds a half million, and Samegrelo-
Zemo Svaneti has the next highest population with 480,000 inhabitants. Not surprisingly, the 
mountainous northern regions exhibit very low population densities. 
 
The movement of internally displaced persons (IDPs), who were forced to migrate because of ethnic and 
political conflict, was another layer that accelerated the population concentration of Tbilisi. Internal 
displacement enhanced the effects of natural population dynamics with large movements of refugees and 
IDPs moving to Tbilisi in search of safety and opportunities. In total, 250,658 IDPs (87,112 
families)18were displaced from independence until 2010. These included 231,861 individuals who were 
displaced from 1992-1993 during ethno-political conflicts, and the remaining 16,223 after the2008 
conflict. Most of the refugees and IDPs moved to the largest cities. Tbilisi alone accounted for almost 38 
percent of the registered Georgian IDPs. Other major concentrations were in the Samegrelo-Zemo Svaneti 
region, next to the conflict area of Abkhazia and the Russian border (almost 85,000 IDPs), with Zugdidi 
municipality alone accommodating nearly 50,000 IDPs. The concentration was also high in the cities of 
Zugdidi and Gori, as well as in Georgia’s second-largest city, Kutaisi, and neighboring Tskaltubo. IDPs 
constitute a range of a given town’s population, from about 10 percent in some towns to close to 30 
percent in Zugdidi. 
 

                                                             
15 Currently, only 93 urban settlements are controlled by the Georgian state. 
16 In this section regional data is mostly used with the assumption that the region’s main cities represent the 
dominant urban agglomeration, Municipal level data are used when available.  
17 Studies have been conducted at Tbilisi State University, Department of Human Geography, from 2007-2011 in 
students’ research projects, usually of a smaller scale and mostly unpublished (or locally published, e.g. bachelor or 
master thesis). Altogether, almost 2,000 cases (household/respondents) have been studied.   
18Unofficial/unpublished data of the Ministry of Refugees and Resettlement of Georgia from 2010. 
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As with regional population density, there are large contrasts in population counts at the municipal level. 
On one end is Tbilisi, with a population of 1,473,511 followed by the city of Kutaisi which has less than 
200,000 residents. Combined, these two cities comprise one-fourth of Georgia’s 2012 population of 
roughly 4.5 million people. After these two cities, only six municipalities have more than 100,000 
residents. Another 19 municipalities are considered ‘medium-sized,’ with populations between 50,000 
and 100,000. Most interestingly, 29 municipalities (which represent 45 percent of total municipalities) 
actually have populations between 20,000 and 50,000, and nine have less than 20,000.  
 

Figure 1.6: Map of population density by municipalities and self-governing cities (2012) 

 
 
With the exception of Tbilisi, most regions are still predominantly rural. While 97 percent of the 
population in Tbilisi lives in urban areas, the next most urbanized region, Imereti, has only 48 percent of 
its population living in urban areas (Figure 1.7 and Figure 1.8). The cities of Tbilisi, Kutaisi, and Rustavi 
are particularly notable because they have population densities that exceed 1,000 people per km.2 Tbilisi 
has the highest population density in Georgia with 15,000 per km.2 This density is comparable to cities 
such as Rio de Janeiro, Brazil and Bilbao, Spain.19  
 
The regions of Georgia can be categorized into urbanization typologies based on stages of urbanization. 
Figure 1.7 presents urbanization rates by region, each of which is anchored by the region’s major city. 
These city-regions fall into three categories: 1) advanced urbanization stage - highly urbanized areas with 

                                                             
19 Demographia, World Urban Areas, March 2013. 
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dynamic urbanization economies with urbanization rates above 75 percent20; 2) intermediate urbanization 
stage - urbanizing areas where the benefits of colocation and agglomeration are beginning to translate to 
economic returns; and 3) incipient urbanization stage - low economic and urban density areas with 
urbanization rates at less than 25 percent (World Bank 2008). This categorization allows for an 
exploration of variation across urbanization types. Georgia, like most developing countries, contains a 
mix of urban settlement types. This system of cities (and regions) play a complementary role in the 
nation’s economic development, but each stage of urbanization requires different set of urban policies21. 
Likewise, their roles in Georgia’s economy vary in intensity and pace of growth.  
 

Figure 1.7: Urbanization stages by region 

 
Source: Geostat 2012 

 

                                                             
20 For the purposes of this report, urbanization rates are defined as the percentage of the population that lives in 
urban areas. 
21 Areas of incipient urbanization are predominantly agricultural or resource based, with low economic density. The 
priority is to facilitate agglomeration forces and to encourage internal economies of scale for plants, mills, and 
factories in towns. As urbanization progresses, economic alliances strengthen within and between urbanized areas. 
Many firms and plants in the same sector colocate to take advantage of sharing inputs and knowledge spillovers. In 
such areas—intermediate urbanization areas—the promotion of localization economies is the highest priority. For 
highly urbanized areas, productivity and consumption benefits arise from urbanization economies associated with 
the diversity and intensity of economic activity. While functionality is the goal for industrial towns and cities, the 
watchword for postindustrial metropolises, with urban shares of about 75 percent, is livability (World Bank 2008).  
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Figure 1.8: Map of urbanization rate by municipalities (2012) 

 
 

With the concentration of population, there is also some concentration of economic activity. 
 
Just as population is unevenly distributed across Georgia, so is GDP. Tbilisi alone accounts for almost 
half of Georgia’s total GDP, which is consistent with its share in urban population. The intermediate 
urbanization regions that have a big city – Kutaisi in Imereti, Rustavi in Kvemo Kartli, Batumi in Adjara, 
and Zugdidi in Samegrelo – have significantly higher shares of GDP than more rural regions such as 
Kakheti and Mtskheta-Mtianeti, despite the latter’s favorable location with respect to the main transport 
routes and proximity to the big cities of Tbilisi and Rustavi. While the economic density of Tbilisi is as 
high as GEL52 million per square kilometer, economic density in Ajara is only GEL409,000 per square 
kilometer and it falls to GEL74,000 per square kilometer in a more rural region like Kakheti (World Bank 
2012b).   
 
The concentration of economic activity in urban areas is not unique to Georgia (Figure 1.9). In fact, 
economic concentration characterizes the world economy; just 1.5 percent of land comprises half the 
GDP (World Bank 2013c: 24; World Bank 2008: 96). With nearly 50 percent of GDP concentrated in 
Tbilisi, the concentration of economic activity in Georgia is comparable to Japan or France where 30 to 
40 percent of GDP is concentrated in their capital cities (World Bank 2013c). Despite regional economic 
concentration in Japan and France, these countries have seen a convergence in living standards.  Still, 
many former Soviet republics appear to suffer from the legacy of prioritizing spatial equity through the 
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dispersion of economic activity rather than focusing on how to channel economic concentration into 
market based tools for growth and the efficient distribution of public services (World Bank 2012a).   
 

Figure 1.9: Share in GDP by regions in 2010 (constant 2006 prices) 

 
Source: The World Bank, 2012c 

 
The level and pace of economic development shows stark regional differences, with Tbilisi again standing 
out in terms of GDP per capita. Tbilisi stands out with per capita GDP of almost USD 8,000, more than 
two times higher than the level in other regions as well as a healthy 4 percent annual growth between 
2006 and 2010 (Figure 1.10). Only five of the Georgia’s nine regions have been growing faster than the 
national average (Tbilisi, Adjara, Imereti, Racha-Lechkhumi, and Kvemo Svaneti). In terms of GDP 
growth, Adjara and Imereti are growing considerably faster than all other regions with an annual growth 
between 8 and 11 percent in 2006 to 2010, yet GDP per capita in these regions is low. Economically, they 
top the noncapital regions and have a relatively diverse economic structure. Again, Adjara and Imeriti 
have significantly higher GDP growth than regions such as Kakheti and Mtskheta-Mtianeti, despite the 
latter’s favorable location with respect to the main transport routes and big cities of Tbilisi and Rustavi. 
This suggests that connectivity through transport routes alone do not confer high GDP growth. All the 
others are either economically mixed or agriculture-based “lagging” regions. Regions like Guria, 
Samtskhe-Javakheti, Mtskheta-Mtianeti and Kakheti with low GDP and low GDP growth provide 
examples of the perpetuating regional disparities within the country. 
 
  

5.4% 

47.0% 

6.2% 

8.5% 

3.1% 

7.7% 

2.1% 

7.5% 

12.4% KA

TB

SK-MM

KK

SJ

AJ

GU

SZ

IM-RK



 

12 
 

Figure 1.10: Annual GDP growth and GDP per capita by region, 2006-2010 

 
Source: The World Bank, 2012b 

 
Urbanization levels also determine the sectoral mix of economic growth. In Georgia’s most urbanized 
region, Tbilisi’s economy is dominated by services; the service sector contributes to 89 percent of local 
GDP (Figure 1.11). Meanwhile, intermediate urbanization regions are also service-oriented, with services 
contributing to 68 percent of GDP for these areas, but industry and agriculture still contribute to economic 
growth. Incipient urbanization regions are also very active in services, but this is balanced by a large 
portion of GDP arising from agriculture (24 percent) and less so from industry. Local industrial activities 
are virtually non-existent in remote small towns and rural areas (only 5 percent of local GDP).  
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Figure 1.11: Share in regional GDP by Urbanization Stage, percentage, 201022 

 
Note: Although MM and RK regions are in its incipient stages of urbanization, their regional GDP 
data was integrated into other neighboring regions. Therefore, GDP share for the incipient stage only 
represents the KA region. 
Source: Authors’ own calculation, input data from the World Bank, 2012b 

 

The economic performance of cities in Georgia is closely linked to market access indicators.  
 
As expected, the economic performance of cities in Georgia is closely linked to market access indicators 
thus allowing greater opportunities for producers, extending the market for their products and opens new 
job opportunities for workers. An exploratory analysis of the connectivity status of Georgia portfolio of 
cities suggests four main factors closely related to accessibility measures, which appear to be critical for 
the economic performance of urban areas. The first two factors relate to access to the main markets 
(Tbilisi, and the four big cities). These two factors reflect the links to major transport networks (the East-
West highway) and nodes23 (the Black Sea ports) as well as proximity to international borders.  
 
  

                                                             
22 The figures are inferred from Regional GDP data.  
23 The review did not include the main international airport in Tbilisi among these nodes, since it is already 
presented in the analysis of the capital. 
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Box 2 – The Market Access Index 
The market access index is created by counting the number of 50 kilometer buffer zones (for access to 
cities and ports) or 20 kilometer buffer zones (for access to the East-West highway) that lie between the 
city of interest’s centroid and any one of the four accessibility factors. The larger the number, the less 
accessible the region or city is to one of the four factors.  For example, Tbilisi’s accessibility index to 
itself is 0. However, Batumi lies six zones away from Tbilisi and is assigned an accessibility index score 
of 6 (Annex 1, Table 1). However, since Batumi is both a port and a big four city, the city received an 
index score of 0 for both those accessibility factors. The final index is a sum of accessibility measures of 
all four factors.  The index works similarly with the three other market access factors. Regionally, 
however, accessibility is measured by taking an average of the accessibility indices of all municipalities in 
the region (Annex 1, Table 2).  
 
Tbilisi, as the heart of the Georgian economic, political and socio-cultural life, is the locus of the 
country’s largest market (see Figure 1.12: Distribution of Georgia’s municipalities and regions with 
respect to Tbilisi, represented in zones of 50 kilometer intervals.) 

 

Figure 1.12: Map of distance zones to Tbilisi 

 
Source: Tbilisi State University and Jumpstart Georgia 2012 (compiled for this review) 

 
The cities of Kutaisi, Batumi, and Rustavi also represent large markets in Georgia since together with 
Tbilisi they are the only cities with more than 100,000 residents. These cities play an important role in the 
urban strata and access to them is an advantage for municipalities and smaller cities/towns. They cover 
the territory more or less evenly, thus making distances to each other quite short. Most municipalities 
(91.2 percent) are located inside a 100 km radius from one of big four. Thus, only the two regions of 
Kakheti and Samtskhe-Javakheti are located more than 2 zones away from one of the four big cities.  
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The Black Sea ports of Batumi and Poti are critical to Georgia’s economy as they are gateways for 
international trade and external communications. Although they are not easily connected to other 
Georgian cities, their location and accessibility to these ports can be an advantage for extending their 
economic activities and building cross-border trade and partnerships. This geographic factor positively 
affects the municipalities in Western Georgia, which are closer to the coast. Thus, the regions in Eastern 
and Southern Georgia all have average distance zone indices as high as 5 and over, with Kakheti showing 
the highest among all four factors, equaling to 7.4 (Annex 1, Table 2). 
 
Proximity to major highways is also highly correlated with urbanization. Using buffers around the main 
highways, all municipalities can be classified into distance bands or 20 km. each (see Figure 1.13). As the 
map suggest, very few areas in the country are more than 80 km from the national highway. In fact, 50 
percent of Georgia’s municipalities are within 20 km of the main highways and 75 percent are within 40 
km. Grouping the farther distance bands into one single zone (i.e. more than 80 km from the national 
highways) gives a grouping of municipalities into four zones. As described in Table 1.1municipalities in 
zones closest to the highway system (Zone 1 – Z1) appear to be more urbanized and growing at a faster 
pace than other regions in the country. Interestingly, population density in these areas is higher, even after 
excluding the main urban area. Adjara (because of its mountainous part), Racha-Lechkhumi and Kvemo 
Svaneti, and Samtskhe-Javakheti, have average distance indices of more than 3.0, while Guria, Shida 
Kartli and Tbilisi have the lowest index of 1.0, and Imereti – just 1.3 (Annex 1, Table 2).  
 
Finally, it should be noted that besides the four geographic factors, some cities – Gardabani, Marneuli, 
Bolnisi, Lagodekhi, and Vale – that are located close to the state borders also experienced population 
growth. This is likely attributed to the proximity and accessibility to external markets through cross-
border trade and contacts, operating much like the Black Sea ports Thus, proximity to the border, mainly 
to Azerbaijan, and, to a lesser extent Turkey, could influence population growth; however, proximity to 
Armenia has not played a similar role to date. One explanation of the uneven impact of proximity to 
borders could be degree and intensity of cross-border cooperation and contacts, which are stronger and 
progressing with Azerbaijan and Turkey, and much less so with Armenia and the Russian Federation. 
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Figure 1.13 Distance zones to the major highways 

Source: Tbilisi State University and Jumpstart Georgia 2012 (compiled for this review) 
 
 

Table 1.1: Population and urban indicators regarding the distance from/to major highways 
Distance zone from major highways Z1 Z2 Z3 Z4+5 
Pop (‘000) / Percent of total pop (%) 3,062.7/ 68.1 820.9/ 18.3 319.8/ 7.1 294.2/ 6.5 
Urban pop (‘000) / Rural pop (‘000) 2,013.7/1,049.0 242.0/ 578.9 80.0/ 239.8 56.0/ 238.2 
Urbanization rate (%) 65.7 29.5 25 19 
Percent out of total urban pop (%) / Percent out 
of total rural pop (%) 

84.2/ 49.8 10.1/ 27.5 3.3/ 11.4 2.3/ 11.3 

Pop change between 2002 and 2012, (‘000) / 
Annual increase rate (%) 

89.5/ 2.7  9.5/ 1.4  3.8/ 1.6  4.5/ 2.7  

Area (sq.km) 20,551.8 14,357.9 11,982.7 10,083.5 
Pop density excluding city-municipalities 
(person/ sq.km) 

73.9 48.8 26.7 29.2 

Pop density 
with city-municipalities (person/ sq.km) 

149.0 57.2 26.7 29.2 

Source: Calculated based on Geostat 2012 data 
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Box 3 – The decline of Soviet-era factory towns (mono-cities) 
Mono-cities, or mono-industrial factory towns played important roles in the economic development and 
settlement patterns during the Soviet era. Following extensive Soviet industrialization, the growth of 
natural resource extraction and manufacturing in the late 19th and early 20th centuries produced several 
industrial mono (functional) cities and towns. A few cities, towns and townships were described as purely 
industrial24 because of their employment and economic production profiles.  
 
In the Soviet era, industrial cities and towns were divided into (a) extraction/mining and energy industry 
centers, and (b) industrial processing centers (Jaoshvili 1978) These settlements played an important role 
as industrial nodes of federal, regional or local importance in the USSR, specializing in mineral 
extraction, the production of hydro-power, and metallurgical, electro-technical, wood and pulp, building, 
textiles and food industries. The Georgian cities of Rustavi (founded during WWII), Zestafoni and 
Chiatura, were some of the most important production centers for the entire Soviet economy, as a major 
part of their output was used outside the republic in other parts of the USSR and other so-called “socialist 
countries.” 
 
The collapse of the USSR and the opening of the economy to market forces led to an immediate and 
dramatic decline of many mono-cities, in terms of population (Figure 1.14), economic production, income 
and welfare. But locational advantages and endowments appear to determine the impact, and subsequent 
recovery of mono-cities post-independence. The mining cities of Chiatura and Tkibuli seem to have been 
hit the hardest. They lost their economic potential, sales markets, and significant parts of the population. 
The quality of coal and volumes of manganese are no longer attractive to investors, and their mountainous 
locations prevent pose a constraint to market access.  
 
Other cities, like Zestafoni, have managed to maintain their population and a large proportion of their 
economic/industrial capacity. This is likely due to their relatively advantageous geographic location with 
respect to market access. Zestafoni is in the heart of the large Imereti region and close to the second 
largest Georgian city of Kutaisi. 
 
Like Zestafoni, Rustavi, the largest of Georgia’s mono-cities, has tried –with some success, to maintain 
its place as a leading city in Georgia. Rustavi also benefits from locational advantage. Not only it is 
located in the near vicinity of Tbilisi, so much so that it can be considered part of the Tbilisi metropolitan 
region, but it is also conveniently located near Azerbaijan and Armenia. Other cities that do not have 
advantageous locations, and were mainly the result of spatial policies from the Soviet era, are rapidly 
declining.  
 
 
 
 
 
 

                                                             
24 See Jaoshvili 1978: 248-249 
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Figure 1.14: Decline of Georgian mono-cities: population shrinkage 
A) Big mono city: Rustavi B) Small mono-cities 

  
Source: Geostat 2012, Jaoshvili 1978. 
 

Considerable gaps in access to basic services across Georgia’s regions remain. 
 
Across Georgia access to basic services disparities between urban and rural areas are dramatic, 
particularly for sanitation and drinking water. Electricity, however, is a relative success story. Access to 
sanitation is limited throughout the country and the gap in service provision is marked not only by urban 
and rural differences, but also regional ones. Only slightly more than half of Georgian households have 
bathroom facilities. In Tbilisi, over 90 percent of households have bathrooms, while in economically 
weak rural regions, the number drops to only 3 to 4 households out of 10 (Figure 1.15). Only Batumi has 
wastewater treatment. Despite the low access levels, improvements have been observed between 2003 
and 2010 throughout all regions. Increases in access have been as high as 20 percentage points in Adjara, 
followed by Shida Kartli and Samegrelo – with 10-plus point improvements each; on the other extreme is 
Guria, which faced a dramatic 12-point in access during the same period of time.  
 
Regional disparities also persist in access to drinking water (Figure 1.16). Despite all cities and districts 
having a central water system accounting for 150 major water intakes and a total capacity of 3.1 million 
cubic meters a day, less than half of Georgian households have piped water. While water is reported to be 
safe for drinking, most Georgian settlements receive water intermittently and many water intakes are 
unprotected. It means the water supply often does not meet standards or sanitary/epidemiological 
requirements. Today, only Tbilisi provides piped water to almost all households and Adjara to about 75 
percent of residents. However, in the remaining regions, piped water is available to no more than 30 
percent of households, and most of those are in urban areas. In eastern and southern Georgia (Kakheti, 
Kvemo Kartli, Samtskhe-Javakheti regions), most yards/plots receive piped water, while in western 
Georgian provinces (Samegrelo, Guria and Imereti), most rely on wells for drinking water. In Shida Kartli 
households rely on a mix between piped water into the dwelling, piped water to yards or plots, and wells.  
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Figure 1.15: Percent of households with 
bathroom facilities by regions in 2003 and 2010 

Figure 1.16: Distribution of households by type 
of the main source of drinking water, 2010 

 
 

Source: Nationwide annual household survey conducted by 
the National Statistics Office of Georgia, 2010 

Source: Nationwide annual household survey conducted by the 
National Statistics Office of Georgia, 2010 

 
 
Domestic hot water and heating systems are uncommon except in Tbilisi and Adjara. Only slightly more 
than 20 percent of Georgian households have hot water or heat.  After the former district heating systems 
completely collapsed, gas became the general source of domestic heating. Tbilisi is the only region that 
has a central natural gas system almost fully installed. Elsewhere, the process is still underway or about to 
start: Tbilisi’s neighbors—Kvemo Kartli and Kakheti—have a relatively high ratio of installed central gas 
systems (over 30 percent), while in the Black Sea regions of Adjara, Samegrelo and Guria, as well as in 
Samtske-Javakheti, such systems do not exist and propane gas is widely used for heating (National 
Statistics Office of Georgia 2010). 
 
In terms of education, Tbilisi has the best qualified and well-educated population. The capital city has 84 
universities and colleges, over twice as many as all other regions combined. It also has more crowded 
secondary schools, with twice as many pupils per school as other regions, and lags behind only the 
Imereti region in terms of the number of schools. Educational status also differs significantly throughout 
regions: there are far fewer (but larger) schools on average per 1,000 pupils in Tbilisi compared to other 
regions. Imereti has the second highest number of educational facilities in the country with 10 schools and 
11 universities, and Adjara is third with 5 schools and 7 universities. Other regions lag behind the three, 
with fewer educational facilities. Some regions, such as Racha-Lechkhumi and Kvemo Svaneti do not 
even have a university (The National Bank 2012).   
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Georgia could learn from improvements in access to basic services from places like Vietnam where 
despite regional differences in economic development, there has been a convergence in access to basic 
services. While economic development in Vietnam is concentrated in core metropolitan cities and 
neighboring areas, welfare improvements have been more widespread.  In Vietnam, the equalizing of 
welfare improvements was mainly driven by a strong commitment to inclusive social development. 
Concomitantly, the government’s focus on strong growth in core metropolitan areas led to positive 
spillovers to neighboring regions and the hinterland (World Bank 2011b). This is reflected in the 
significant improvements in welfare and access to services in Vietnam’s under-served regions and lower-
tier cities. These lessons from Vietnam can help guide Georgia develop an inclusive urban development 
strategy as they both face continued political and economic transition. These patterns of convergence are 
also seen elsewhere such as Colombia, where lagging smaller cities caught up to larger ones in terms of 
water connections. Colombia was able to achieve this through the rational setting of tariffs that enabled 
the expansion of public infrastructure without additional large investments (Samad, et al. 2012). 

A success story within Georgia is found in the electricity sector. The country overcame its chronic energy 
deficit in the 15 years prior to 2005, mainly due to sound public policies, especially those eliminating 
corruption in the sector. It has become energy self-sufficient and even exported 600 million kilowatt-
hours of excess energy in 2011. Today, 80 percent of energy consumed comes from hydropower, the rest 
from heating plants. Thus, what was once a problem of availability was solved and nearly all households 
across the country have electricity: The national supply grew from 99.1 percent in 2003 to 99.6 percent in 
2010. 
 
The poor are concentrated in rural areas. 
 
The geography of poverty also varies across rural and urban areas. The gap between urban and rural 
areas, which existed even before Georgia’s independence, widened over the 2000s. During the years of 
rapid growth, the incidence of urban poverty is estimated to have declined from 23.7 percent in 2003 to 
18 percent in 2007. Meanwhile, rural poverty is estimated to have decreased from 33 percent to 29.4 
percent during the same period, which was less than a 1 percentage point decline per year. About 64 
percent of the poor now live in rural areas, despite the fact that rural areas comprise less than 50 percent 
of Georgia’s total population. The regional incidence of poverty offers additional insight into this 
disparity (Figure 1.17). The rural areas of Mtsketa-Mtianeti and Kakheti have higher poverty headcounts 
and incidences of extreme poverty. However, other factors also contribute to the incidence of poverty. 
Shida Kartli also has high incidences of poverty despite its relatively high urban density. This can be 
attributed to a significant population of IDPs fleeing South Ossetia. 
 
The regional incidence of poverty is complicated by the geographical dispersion of vulnerable social 
groups such as IDPs. The highest concentration of IDPs is found in the city of Tbilisi and the Samegrelo-
Zemo Svaneti region, where 38 percent and 34 percent of IDPs are concentrated, respectively. Influxes of 
IDPs pose unique challenges for municipalities and cities; they often arrive without assets or employment. 
As a result, local governments struggle to provide adequate housing and employment opportunities. Many 
(over 45 percent) live in so-called ‘collective centers’ that are mostly illegally occupied non-residential 
public buildings, chaotically re-organized by IDPs in order to have a temporary shelter. A great majority 
(over 80 percent) found these accommodations in urban areas.  
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The geography of poverty is also reflected to a certain extent by the concentration of beneficiaries from 
subsistence allowances from the state. A recent household survey suggests a wide variation in the 
presence of beneficiaries of state subsistence allowances across regions, offers another proxy for the 
incidence of poverty. Tbilisi and the larger urban areas Kvemo Kartli and Adjara have the lowest share of 
beneficiaries, with less than 10 percent of their population benefiting from such allowances. In the 
mountainous regions, poorly connected and economically weak, of Mtsketa-Mtianeti and, especially, 
Racha-Lechkhumi and Kvemo Svaneti, the rates of registered poor families/people exceeded a striking 40 
percent. More interestingly, regional gaps in poverty appeared to be widening. The survey also suggests 
that the number of households receiving subsistence allowances increased in municipalities that had less 
than 10 percent of households receiving these benefits in 2008. Instead, municipalities where more than 
20 percent of families received these benefits in 2008 saw an increase in the number of beneficiaries in 
2011. 
 

Figure 1.17: Incidence of Poverty in 2010 

 
Source: The World Bank, 2012b 

 
Since independence Georgia’s transition away from a planned economy to a market based one has been 
slow. The spatial dispersion of growth centers put into place during the Soviet era has made regional 
disparities harder to overcome. As Georgia continues to focus on economic growth, policymakers must 
consider the role of urban areas in marshaling resources to ensure such growth is sustained and equitable. 
The rest of this report adopts a framework to equip policymakers in Georgia to plan, connect, and finance 
its cities.  
 
  

% 
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Completing the rural-urban transformation using the Planning, Connecting, and Financing 
framework. 
 
To assist policymakers to think strategically about the opportunities presented by urbanization and 
identify politically, technically, and fiscally feasible policy options for removing the roadblocks to 
inclusive and sustainable growth, the World Bank has developed a common suite of diagnostics known as 
Urbanization Reviews (URs). The UR framework helps city leaders identify policy distortions and 
coordinate actions across the three main dimensions of urban development: 
 

• Planning—charting a course for cities by setting the terms of urbanization, particularly policies 
for improving physical planning instruments and coordinating institutions to expand basic 
infrastructure and public services. For Georgia, this dimension provides a rational way forward to 
address the spatial inequities resulting from Soviet era industrial planning. 

• Connecting— to reorienting transport networks along shifting trade routes in order to connect 
markets. Georgia can apply this dimension to enhance trade flows and create an efficient system 
of cities, recognizing the central role that Tbilisi plays in the urban system. 

• Financing—finding the upfront capital to provide the equitable distribution of services across 
regions and ensure the investment in roads and other key state assets as urbanization accelerates. 
Georgia can use this dimension to think about alternative sources of investment to extend 
infrastructure coverage, aiding in the realization of the goals of planning and connecting.    

 
Within each dimension the framework asks city leaders to take three common actions—value, coordinate, 
and leverage—to remove the impediments to sustainable and equitable urban development (Figure 1.18). 
By following this simple framework, Georgian leaders can translate global best practices into a local 
guide for successfully planning, connecting, and financing cities. 
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Figure 1.18: A policy framework for sustainable urbanization: planning, connecting, and financing 

 

Note: This framework draws on World Bank (2013b) and the findings from various country pilots under the 
Urbanization Reviews.  
Source: Urbanization Review team. 
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Chapter 2 : Planning – recalibrating urban planning and housing 
markets for vibrant cities 
 
Planning during the Soviet era was centralized with a hierarchical structure based on legal-normative acts, 
financed by the central budget and operated at three levels through the whole USSR. These levels began 
at the macro-territorial level, which encompassed the entire Soviet Union, and was followed by regional 
planning at the meso-territorial level and settlement and city planning at the micro-territorial level. 
Consequently, plans were linked to each other through a spatial hierarchy and implemented according to 
five-year Social-Economic Development Plans of the USSR. 
 
While this planning method appears to adopt principles of foresight and vision-setting, in reality Soviet 
city planning was prescriptive. Planning was a matter of the State, not of citizens, and could be seen as the 
State’s effort to organize itself by creating rules and goals. Large Soviet cities were critical to the planned 
economy, and their planning was guided by master/general plans that did not take into account—and in 
many cases defied—the market principles. In the absence of a system for private property ownership or a 
free land market, these master plans established concepts of spatial development and growth of the city, 
without taking into account market forces such as demand and supply or the competing land use needs.  
 
While Georgia has undertaken significant urban reforms in its transition from a centralized and planned 
system towards a localized market-oriented economy, and boasts high worldwide rankings in the World 
Bank’s Doing Business assessments for indicators related to urban development, three key challenges 
remain: 

- Limited capacity or expertise on land management. A weak history of property rights has translated 
into persistently poor land management systems and an aging housing stock, preventing the ability to 
adequately value land and property.  

- Inability to coordinate urban development and infrastructure provision across the decentralized 
levels of government (national, regional, municipal).  The lack of a coherent urban development 
strategy and unclear administrative roles and regulation for urban management has led to a lack of 
coordination in urban policies. 

- Inadequate housing and infrastructure conditions. The process of planning deregulation after 
independence left a gap in creating a strong regulatory environment to insure the quality and safety of 
the building industry. As a result, the urban areas along with the private market have been unable to 
leverage heightened demand for housing—particularly rental housing—despite significant 
investments made by individual households to expand existing housing blocks. Much of the housing 
stock from the Soviet era is in need of urgent retrofit or reconstruction; building construction codes 
need to be upgraded and enforced; and mechanisms for the maintenance of buildings need to be 
strengthened. 
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Georgia has made significant progress in streamlining administrative procedures and ranks 
highly in the Doing Business indicators. 
 
Among former Soviet states, Georgia stands out as one that has undertaken significant reforms to 
streamline urban planning processes. For example, Georgia’s property registration procedure has been 
simplified down to one step (see Table 2.1) compared to an average of six in other ECA countries and 
five in OECD countries. The city of Tbilisi has implemented a “single window” mechanism for residents 
to submit planning applications, which allows applicants to submit applications to a single place, 
obviating potential delays or the hassle of having to interact with multiple agencies (World Bank 2012a: 
35). Accordingly, the country boasts impressive rankings according to the World Bank’s Doing Business 
2013: it ranks number one across all 185 economies surveyed in terms of registering property, and 
number three in terms of getting a construction permit. Table 2.1 compares Georgia’s processes among 
other countries in ECA as well as OECD.  
 

Table 2.1: Georgia’s Doing Business rankings 
  Georgia ECA OECD 

Property Registration 

Procedures 1 6 5 

Time (days) 2 30 26 

Cost (% of income per capita) 0.1 2.7 4.5 

Construction Permits 

Procedures 9 19 14 

Time (days) 74 226 143 

Cost (% of property value) 17.7 486.7 78.7 

Source: Doing Business 2013, World Bank 
 

But… a national urban strategy is needed to exploit economic potential of urbanization and to 
strengthen coordination for urban development. 
 
Georgia made several attempts over the past two decades that underline its efforts to advance urban 
development. Unfortunately, most of these were election promises that never become official policies. As 
a result, programs in the urban development sector have largely been a mix of isolated efforts and ad-hoc 
programs, lacking any linkages across spatial planning, housing, infrastructure, and urban service 
delivery. 
 
The country is now developing regulatory institutions for urban development and establishing the 
foundations for a long-term strategic planning process. In 2005, the Ministry of Urbanization and 
Construction, responsible for planning and construction, was incorporated into the Ministry of Economy 
and Sustainable Development (MESD). At present, the Department of Spatial Planning and Construction 
Policy at MESD is responsible for the coordination and management of policies of urban and territorial 
development, architecture and urban planning, and housing and community infrastructure, including 
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specifically, (i) providing support to integrated land use development, (ii) planning and zoning for 
settlements and other territorial units, (iii) regulating the construction-engineering sector, and (iv) 
developing construction and design standards. 25  A law “On the Spatial Arrangement and Urban 
Development” (2005) is in place, and the Urban Planning Code is being developed. 
 
In addition, the State has undertaken several programs for urban/regional development and spatial 
planning, highlighting its commitment to the sector for the first time since Independence. These include 
urban regeneration of the core historical centers of Tbilisi, Batumi, Kutaisi, Akhaltsikhe, Telavi, Signaghi 
and Mestia, and the recently adopted “Strategic ‘10-Point Plan’ for Modernization and Employment: 2011 
– 2015”26. Under the 10-Point Plan, the Government aims to create equal development opportunities and 
reduce disparities in urban and regional development, support the creation of development and 
employment hubs to improve accessibility to and within the regions, and improve rural infrastructure in 
order to create more jobs beyond primary agriculture and make the development and economic structure 
of Georgia more decentralized.27  
 
At the local level, Georgia is moving towards a more localized framework for urban development within 
a broader national framework, but implementation has been problematic. So far, Tbilisi is the only city in 
Georgia to have formulated and adopted a City Plan: this was done in 2009, some 40 years after its 
previous master plan. Elsewhere, urban projects are ad-hoc, and usually implemented without adequate 
assessment of needs or outcomes. Furthermore, procedures for land conversion and zoning revisions are 
unclear and non-transparent. In Tbilisi, this has resulted in haphazard construction that is not in 
accordance with the City Plan.  
 
In other words, Georgia has yet to implement a nationwide comprehensive urban development policy that 
considers the varied and complementary roles of its regions at advanced, intermediate, and incipient 
stages of urbanization. Georgia would benefit from developing a national urban plan based on the ‘system 
of cities’ approach that assists cities in maximizing their economic potential. A closer examination of the 
economy of each city reveals distinct differences and inherent advantages which, if exploited, could 
maximize its potential for development, contribute to the overall economy, and reduce inter-city and 
regional disparities. For example, Tbilisi specializes in services; Batumi and Kutaisi are oriented towards 
trade and markets; and Rustavi, Gori, Porti and Zugdidi have heavy industries (including construction, 
transport and communications). 
 
Weak standards and lack of enforcement of regulations in the housing sector are 
exacerbating concerns on its safety, quality, and aesthetics. 
 
The Soviet housing development model focused on delivering the minimum individual residential living 
space of 9m2, rather than responding to demands for comfort and convenience. In the early years (1920s-
1930s), in Georgia, as in all Soviet republics, meeting the needs of a rapidly growing urban population 
occurred through the ‘communalization’ of living space, which meant providing single rooms to families 
in multi-family apartments and houses, with common facilities (kitchens and lavatories). Throughout the 
                                                             
25 The Ministry of Economy and Sustainable Development ( http://www.economy.ge/?category=21&lang=eng) 
26 See http://www.mcla.gov.ge/cms/site_images/pdf/Strategic_10 _point_plan.pdf 
27 Ibid: 7 

http://www.economy.ge/?category=21&lang=eng
http://www.mcla.gov.ge/cms/site_images/pdf/Strategic_10%20_point_plan.pdf
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Stalin period (1930 to the early 1950s), a relatively small number of good quality units was built, mostly 
in Tbilisi and a few big cities, and supply still lagged far behind demand. 
 
Soviet era housing constitutes over 80 percent of Georgia’s current housing stock (Figure 2.1). Given this 
prevalence of old Soviet multi-unit urban apartment buildings, quality is an ongoing problem. Housing 
quality in Georgia during the Soviet-era was lower than that in the Slavic and Baltic States - the units 
were built cheaply and quickly to accommodate the mushrooming urban population, especially in Tbilisi. 
Also, quality was lower because contractors routinely stole construction materials to sell them illegally or 
to construct dachas (summer-houses). Also, from the late-1970s, mass housing in non-capital cities and in 
the capital’s urban peripheries often received poorly operating or incomplete utilities and physical 
infrastructure. 
 
In the years after independence, significant legal and structural changes in apartment ownership occurred. 
Land reform and property privatization were introduced in the 1990s, which significantly changed the 
legal status of housing. State-owned housing was legally privatized in 1993, with 95 percent of residences 
transferred to private ownership—free-of-charge—by 2000. Thus, in a relatively short time, a large 
number of people became homeowners. 
 
In Soviet times, the housing stock was managed and maintained by special units called ZhEK 
(Zhilishchno Ekspluatatsionnaja Kontora); these no longer exist. Apartments are now managed by 
Homeownership Associations (HOAs) through the ‘Law on Homeowner’s Associations’, which was 
adopted in 2007 to manage the privatized housing stock. In many cities and towns, HOA-managed 
buildings are eligible for municipal co-financing to repair common areas (roofs, staircases) and public 
spaces (open areas, courtyards), with municipalities covering 50-90 percent of the costs. There were 2,600 
HOAs in Tbilisi in 2007 and their number continues to increase. However, more time is required to fully 
transfer the responsibility of maintenance to the HOAs, as the social and economic mix of residents in the 
former Soviet housing blocks often makes it difficult to come to agreement on the owners’ contributions 
to cover the shared costs for maintenance.  
 

Figure 2.1: Distribution of housing stock of Georgia  
by the period of construction (percent, 2010) 28 

 
Source: Urban Indicators 2010, World Bank 

                                                             
28Although housing construction reduced after independence, the figures (percentage) presented in Figure 2.1seem 
questionable and it could be that there were higher volumes built in the 2000s than in the 1990s. The 11% of 
residential buildings lacking the identifying year of construction could explain the questionable distribution.  
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Another reason for deteriorating building conditions in Georgia is the proliferation of apartment building 
extensions (ABEs) since the late-1980s, and especially after independence, when national economies and 
incomes declined. Such extensions were legal in Georgia29 and, until 1991, carried out by state building 
companies which applied prescribed norms. However, once the state building companies were broken up 
and controls removed in the 1990s, extending apartments became an informal and chaotic phenomenon 
on a mass scale (Figure 2.2). The average amount of space added to apartments in Tbilisi was over 60 
percent of the original living space and was quite an attractive option. Their poor quality and unfinished 
appearance—characteristic of ‘vertical slums’—dramatically impacted the appearance of the cityscape.30 

But more importantly, these ABEs were done using non-skilled labor, without permits, and with little 
regard to safety standards. The safety risk of such buildings in Georgia was tragically highlighted when 
an earthquake struck Tbilisi in April 2002 and over 2,000 buildings were damaged.31 Older Soviet-era 
buildings and the prevalent ABEs to houses suffered the bulk of the damage, highlighting concerns about 
the conditions and quality of the housing stock.  
 

Figure 2.2: Apartment Building Extensions (ABEs) in Georgia 
A) Extension process in Tbilisi 

 

B) ABEs in Batumi 

 

C) Unfinished ABE in Tbilisi 

 
Source: Photos by J.Salukvadze 

The large-scale construction of ABEs was driven by a chronic housing shortage and historically low 
residential mobility in the USSR. ABEs are directly linked to the lack of adequate space for growing 
families on one hand, and on the other, the inability of the market to absorb the demand for additional 
housing units by new households (resulting from new household formation and migration). 32  A 
significant percentage of the population in the growing cities and towns thus opted to forgo the safety and 
image of their housing in the interest of acquiring additional space. The ABE phenomenon is most 
prevalent in Tbilisi, but also widespread in Kutaisi, Batumi, Rustavi and almost all cities and towns. In 
addition to these types of building violations, new housing construction in city centers, especially in 

                                                             
29In 1989, the last Communist government of Georgia passed a law permitting residents to expand their domestic 
living area by enclosing balconies, loggias and verandas or adding extensions to their apartments, provided they 
submitted the plans for building permits. This act dramatically transformed many housing districts through the sheer 
number of ABEs. 
30 See Salukvadze, in Van Assche et al., 2009; Bouzarovski et al, 2011. 
31 United Nations Association of Georgia. “Georgia: Tbilisi earthquake kills six.” 26 April 2002. 
32 Interviews with households suggest that the rise of the ABEs was also fuelled by cultural factors: families that had 
recently migrated from rural areas preferred larger houses to accommodate extended families. 
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Tbilisi, often is done by flouting existing building norms, which results, for example, in excess building 
densities, non-standard building height, and improper insulation. Both these underline the need for 
intervention in the sector through enforcement of building regulations and construction standards, 
together with policies that promote a more demand-responsive supply of housing.  
 
In the current scenario, the inadequate licensing of building industry professionals together with the lack 
of standards or certification of materials or construction equipment is further exacerbating the housing 
problem. Much of the construction equipment being used dates back to the Soviet era, while the 
construction sector lacks accredited local professionals. Construction materials, imported or locally 
produced, are neither standard nor certified.  
 
Georgia’s cities also have extremely high ownership rates and underdeveloped rental 
markets. 
 
Georgia’s home ownership rate in 2005 was 95 percent, reflecting ownership rates typical of Eurasian 
countries, many of which face rates of 90 percent or higher (World Bank 2012a: 52). These high levels of 
home ownership resulted from mass privatization of Soviet housing stock after the fall of the Soviet 
Union. While many existing residents were able to remain in place and realize full ownership rights, the 
expectation that conferring ownership would automatically lead to a market economy fell short. Instead, 
high ownership introduced market rigidities that included reduced labor mobility, increased barriers to 
housing for new entrants including young people, and limited opportunities for housing redevelopment or 
maintenance (World Bank 2012a).  
 
The under-development of the rental housing market exacerbates the availability—and hence 
affordability—of housing for low and medium-income groups, a situation common in less-developed 
European transitional countries.33 As a result of under-supply, rental housing in several Georgian cities is 
unaffordable. A two or three bedroom apartment in an upscale new or renovated building in Tbilisi or 
Batumi, for example, may command the same rent as one in Washington, D.C.  
 
Prices of newly constructed housing have escalated beyond the reach of the vast majority.  
 
Despite the mass population emigration in the 1990s, by the early 2000s, Georgia faced a backlog in 
housing, both in volume and quality. The relatively improved economic situation generated increased 
demand for new and better quality housing. With the privatization of real estate, housing construction 
moved from the public to the private sector and commercial housing projects grew in scale, replacing the 
above-described ‘Do-It-Yourself’ urban practices of the previous decade (with mass production of ABEs). 
Private developers provided more spacious and comfortable housing types that had not existed in the 
Soviet era and aimed to attract young families and higher-income urbanites. Moreover, construction 
boomed when banks showed increased willingness to finance housing development. The availability of 
moderate bank credit allowed regularly employed citizens to buy an apartment.  
 

                                                             
33 UN Habitat.  2011. Affordable Land and Housing in Europe and North America: ix.  
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This triggered heavy competition for the best urban sites for multifamily housing, and led to significantly 
higher prices. During the 2004-2008 housing boom, central Tbilisi apartment prices tripled from USD 
400 to USD 1,300/m2 and from USD 250 to USD 850/m2 in other parts of the city. Thus, commercially 
produced units satisfied the demand of the relatively well-off urban population. Also, many apartment 
units were purchased through remittances as speculative investments by expatriates, largely absentee-
owners who mostly did not rent them out. As a result, vacancy rates rose greatly, and might account for at 
least 15 percent to 20 percent of new housing units. 34  The inflated house prices, excessive and 
unaffordable in relation to the low average incomes, made housing beyond the reach of many citizens. 
According to local real estate experts interviewed in 2011, only 10-15 percent of Georgia’s population 
could afford a new apartment in a decent location in the city.35  
 
Then, to expand their market portfolio, developers started to offer less costly shell-and-core projects. 
These projects provided only the main structure of the apartment, leaving the internal design and finishes 
to the new owners. This housing comprises almost 90 percent of all new housing in Georgia today.36 Only 
recently did the share of fully completed apartments in new housing begin to grow again, including the 
development of gated communities in Tbilisi, Batumi, and a few other cities. 
 
With private housing that is unaffordable, and a social housing stock that is trailing far behind demand, 
there is almost no formal sector housing for the poor and vulnerable populations groups, other than a few 
small-scale projects implemented by foreign donor agencies and partner countries. These segments of the 
population have thus resorted to informal housing solutions, including squatting in state and municipal-
owned structures, or on land prone to disaster risk (flooding, landslides etc.), or in housing without legal 
documents (proof of ownership, building permits, cadastral references, etc.).  
 
Regulating and leveraging market forces for urban development in Georgia will lay down the 
foundation for instituting improved planning instruments.  
 
As Georgia continues to construct new housing, engage private developers in housing supply, and close 
the gap between supply and demand for affordable housing, it has also begun to implement standards to 
ensure the long-term safety and quality of its housing stock. The right incentives for house owners and 
developers to follow the standards should be provided along with strengthening the enforcement of such 
standards.  
 
Building systematic mechanisms for tracking information on risk and making it publicly available can 
help. Making maps that identify sensitive areas easily accessible, e.g. flood risk areas or fault lines, would 
make property owners and developers more aware of risks and allow them to take preventive measures as 
they design, build and maintain the buildings.37 (Box 4)  
 

                                                             
34 Informal interviews with real estate developers and agents including Mrs. Maka Khutsishvili, Mr. Zurab 
Bokuchava of Ardu building company, Dr. Nick Shavishvili of CID Architecture, Mr. Paul Dzindzibadze of Ani-
Architects. January through June, 2013. 
35 Ibid 
36Interviews (2009-2011) with developers and realtors in Tbilisi. 
37 World Bank (2010). Natural Hazards Unnatural Disasters: the economics of effective prevention”. 
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Box 4 – Cities around the world take steps to collect and make publicly available data for better 
planning 
Cities around the world continue to implement and reform systems of land valuation and publicly 
accessible data on land use to ease the coordination of development. Bogotá, Colombia is at the vanguard 
of developing country cities that have significantly and successfully reformed land valuation systems. 
Between 2008 and 2010, Bogotá updated its cadastral database which led to a revaluation of urban 
properties and a 30 percent increase in property tax revenue (Turkey Urbanization Review, 2013). This 
land management reform required significant stakeholder buy-in and system-wide improvements of 
assessment techniques. To mitigate the public’s reaction to increasing property taxes, the process had to 
be transparent and involve affected constituents. Likewise, the implementation of clear and robust 
techniques to track and value land assisted in this effort. The city of Bogotá also enlisted the expertise of 
professional appraisers to collect price data, the first time such an effort was undertaken for the city. This 
baseline information, used in conjunction with geographical information systems (GIS) enabled the city to 
use econometric techniques for the estimation of property values. Finally, legislation was adopted to set a 
ceiling on increases, which were tied to a logarithmic function of property values so the increases were 
less onerous to those with lower incomes. The example of Bogotá provides a framework for cities aiming 
to introduce significant reforms to land and property tax systems. 
 
In New York City, the focus on information systems introduces new and innovative technology to engage 
its residents. NYCityMap is the public facing application that displays locations of City services and 
parcel-level zoning and land use data though the Planning Department’s ZoLa (Zoning and Land Use) 
application. NYCityMap is accessible to the public through an easy to use interface on any web browser. 
While New York City has been using computer mapping since the 1970s, the City officially created a GIS 
unit in 2000. This unit, known as Citywide GIS, integrates geo-referenced data from all City agencies 
enabling a range of public management processes from data analysis, efficiency in service provision, 
public safety, and inter-agency coordination. New York City’s efforts showcase how geographical data on 
land and urban management programs can be used to streamline internal coordination and foster public 
engagement with City services.  
 
Source: Turkey Note and NYCityMap (http://nycitymap.wordpress.com/about/) 
 
Public access to reliable and accurate information on land and housing is critical to the fluidity of the 
market and enhancing transparency. Essential components of this information include clearly enforced 
property rights, uniformly enforced regulations, and low levels of corruption (World Bank 2012a). 
Publicly available information on land and property allows people to make informed decisions about 
purchasing and selling land and housing, and ensures that policymakers respond to prevailing trends in 
the market. 
 
In fact, Georgia’s ranking as the number one country in terms of ease of register property is further 
bolstered by its ease of accessing property information in Tbilisi. Parcel information in Tbilisi is easily 
accessed on the city’s website. Parcel data is further linked to both a geographical information systems 
(GIS) database and ownership and price information. The city also maintains zoning and master plan 
information pertaining to specific plots (World Bank 2012a: 63). Low costs and minimal procedures in 
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property registration, coupled with readily available public information systems provide the basis for the 
healthy development of land markets in Tbilisi. This example could be replicated in other Georgian cities.  
 
Box 5 – Key Challenges to Planning for Georgia 
Regulating and leveraging market forces for urban development in Georgia will lay down the foundation 
for instituting improved planning instruments. These mechanisms will foster a coherent approach to foster 
vibrant and sustainable cities. While Georgia has undertaken significant urban reforms and boasts high 
worldwide rankings in the World Bank’s Doing Business assessments for indicators related to urban 
development, three key challenges remain: 

• A weak history of property rights has translated into persistently poor land management systems 
and an aging housing stock, preventing the ability to adequately value land and property.  

• The lack of a coherent urban development strategy and unclear administrative roles and 
regulation for urban management has led to a lack of coordination in urban policies.  

• The process of planning deregulation after independence left a gap in creating a strong regulatory 
environment to insure the quality and safety of the building industry. As a result, the urban areas 
along with the private market have been unable to leverage heightened demand for housing—
particularly rental housing—despite significant investments made by individual households to 
expand existing housing blocks.  
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Chapter 3 : Connecting - Reorienting the direction of trade among 
cities 
 
The ease of connections between labor and product markets decreases input prices and increases 
productivity and lead to economic growth and development. But in Georgia, the dispersion of cities 
coupled with the legacy of a north-south orientation of trade in the Soviet era challenges policymakers to 
rewire the country’s connective infrastructure. While the cost of distance was not fully considered during 
Soviet times because of the State’s subsidization of railways and roads between dispersed cities, today 
Georgia grapples with adequately funding road maintenance and expansion.  
 
Trade flows in Georgia are also shifting away from a sole dependence on Russia as the dominant import 
and export market, to an increasingly diverse set of trade partners. Within the country, the government of 
Georgia is rehabilitating secondary roads connecting lagging regions such as Kakheti, Samtskhe-
Javahketi and Imereti to the capital. Meanwhile, the major rehabilitation of the East-West highway is 
underway to connect the ports of Poti and Batumi with Azerbaijan, Armenia and beyond. However, 
challenges remain as Georgia struggles to balance its capital budget with competing needs between basic 
services and roads. This chapter provides an overview of the shift in connective priorities in Georgia and 
the efforts and challenges to meet these.  
 
With the aim of achieving equality in terms of economic activity, Soviet planning did not fully 
consider the cost of distance. 
 
The creation of large industrial towns in remote areas, such as Georgia’s mono-cities, demonstrates the 
fact that Soviet planners did not fully take the “cost of distance” in regional planning into consideration. 
But in fact, the cost of distance factors in the cost of transporting people and goods as well as the 
opportunity cost of foregoing the benefits of agglomerating industries and their markets. Instead of taking 
these costs into consideration, in Soviet times, location considerations were made according to central 
planning goals of equalizing the population and economic activity distribution across the Soviet Union. 
This was possible only because the Soviet Union subsidized transportation, particularly railways, while 
tolling highways to charging transit fees did not exist. As a result, little incentive existed to reduce 
transportation costs through efficient spatial planning.  After the fall of the Soviet Union, this 
fragmentation of urban areas posed unique challenges to transportation of goods, and in particular, 
influenced the flow of trade through existing transportation corridors. 
 
The opening up of markets to Georgia led to reorienting trade patterns, supported by efforts 
from the government to strengthen connectivity. 
 
The changing patterns of trade within Georgia and across borders as well as the opening up of markets 
show that the economy’s decreased reliance on Russia is reorienting the geography of trade flows (see 
Table 3.1 and Table 3.2). In 1996, for example, Russian imports comprised 18.5 percent of Georgia’s 
imports and 28.5 percent of Georgia’s exports. By 2006, these percentages reduced to 15.2 and 7.6 
percent, respectively. 
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Table 3.1: Georgian Imports from Major Partners, 1996 - 2006 

 Georgian Imports—1996  Georgian Imports—2006  
million $ % of total million $ % of total 

EU-27 263.1 38.3% 1060.9 28.9% 
Russia 127.1 18.5% 558.8 15.2% 
Turkey 76.6 11.2% 522.6 14.2% 
Azerbaijan 78.7 11.5% 318.5 8.7% 
Ukraine 38.8 5.7% 320.1 8.7% 
United States 29.8 4.3% 129.7 3.5% 
Turkmenistan 4.1 0.6% 101.1 2.8% 
UAE 0.6 0.1% 109.1 3.0% 
Armenia 17.2 2.5% 40.2 1.1% 
Iran 2.7 0.4% 40.3 1.1% 
Canada 0.08 0.0% 14.3 0.4% 
Moldova 0.1 0.0% 3.5 0.1% 
Rest of World 47.92 7.0% 455.4 12.4% 
Total  686.8 100% 3,674.5 100% 
Source: Adopted from Center for Social and Economic Research (2008) 

Table 3.2: Georgian Exports to Major Partners, 1996 - 2006 

 Georgian Exports—1996  Georgian Exports—2006  
million $ % of total million $ % of total 

EU-27 32.2 16.2% 255.3 25.7% 
Russia 56.7 28.5% 75.7 7.6% 
Turkey 25.9 13.0% 124.9 12.6% 
Azerbaijan 24.3 12.2% 92.2 9.3% 
Ukraine 5.4 2.7% 57 5.7% 
United States 1.3 0.7% 58.9 5.9% 
Turkmenistan 13.4 6.7% 71.8 7.2% 
UAE 0.0 0.0% 22.9 2.3% 
Armenia 21.0 10.6% 73.6 7.4% 
Iran 2.2 1.1% 2.7 0.3% 
Canada 0.0 0.0% 48.9 4.9% 
Moldova 0.1 0.1% 0.2 0.0% 
Rest of World 16.3 8.2% 107.4 10.8% 
Total  198.8 100% 991.5 100% 
Source: Adopted from Center for Social and Economic Research (2008) 
 
These changing patterns in trade have been supported by government efforts to reorient transport. After 
independence, Georgia recognized the importance of connectivity for the integration of local and regional 
markets to both enhance rural access to markets and allow the mobility of goods and people. However, 
the break-up of the Soviet Union suddenly burdened the new nations with funding aging transport 
infrastructure. Roads were underinvested in prior to the dissolution because of the heavy reliance on the 
complex and extensive Soviet railway, which linked urban and economic centers across the Soviet Union. 
The transition also required nations to reorient transportation connectivity away from a Soviet-wide scale 
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to a national one. Before independence, this transportation connectivity was oriented to major trade 
routes. Moscow’s position as the hub of the Soviet Union’s railway network as well as its main highways 
reflected the preeminence of Moscow as the Union’s economic and political powerhouse. For Georgia 
this meant that its transportation was oriented north-south like those of the other South Caucasus 
countries (World Bank 2012a).  
 
Georgian road investments have increased in recent years in an effort to improve logistics infrastructure 
and inter-region connectivity, with regional road density exceeding 0.15 km. sq.km. (see Figure 3.1). 
However, the majority of road improvements occurred on the international road network at the expense of 
the secondary and local road networks (World Bank 2012a). The focus on international roads was led by 
the government’s prioritization of upgrading the arterial East-West highway, which connects the port of 
Poti on the Black Sea to Azerbaijan and others. By 2010 the international road network reported 76 
percent of all roads to be in good or fair condition, up from 34 percent in 2004. But, only 30 percent of 
the secondary and 15 percent of the local roads were in good to fair condition in 2010 (World Bank 
2012c: 83-4).  
 

Figure 3.1: Road density by region (km. of roads per square km. of territory), 2010 

 
Note: The abbreviations in the figure are AJ: Adjara; KK: Kvemo Kartli; SZ: Samegrelo-Zemo Svaneti; GU: Guria; SJ: Samtskhe 
Javakheti; KA: Kakheti; SK-MM: Shida Kartli and Mtsketa Mtianeti; IM-RK: Imereti, Racha-Lechkhumi and Kvemo Svaneti 
Source: Road department and authors’ calculations. 
 
 
Given the objective of increasing connectivity and overcoming regional disparity, upgrading and 
expanding the local road network is also extremely crucial. Recent surveys suggest that improvements in 
maintenance and expanding local roads would improve social well-being for the poor. In addition to 
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concerns over trade connectivity and concerns for private road users, connectivity for rural areas has the 
potential to stimulate growth in underperforming rural areas. A number of socio-economic surveys 
conducted in five districts in Georgia suggest that improving and expanding local roads would improve 
conditions for the rural poor. Respondents to these surveys ranked road conditions as the second most 
pressing problem they faced after health services. Overall, 93 percent reported road conditions to be one 
of the most important problems they faced (World Bank 2012c). The rural poor perceived better roads as 
providing a number of connective opportunities such as better access to employment, social services, 
local markets as well as increasing the flow of tourism to rural areas.  
 
Low investments in maintenance put the efforts to improve connectivity at risk. 
 
Another medium-term challenge is the ongoing maintenance of basic international and secondary 
networks, which is also the responsibility of the central government. The maintenance of Georgian roads 
is viewed as one of the greatest public funding challenges in the coming years (World Bank 2012c). The 
estimated requirement for routine maintenance of the road network was GEL 42.7 million in 2010, yet the 
government allocated only GEL 28.56 million. Similarly, the estimated requirement for periodic 
maintenance was 123.12 million in 2010 compared to the allocation of just GEL 3.1 million (World Bank 
2012c: 84). Deferred maintenance has a number of consequences for the government as well as for those 
who use the road. Restoration of poorly maintained roads is more costly in the long run compared to their 
ongoing maintenance. Meanwhile, private road users must bear increased vehicle operating costs incurred 
because of uneven road surfaces (World Bank 2012c: 85). 
 
Box 6 – International donors and road expansion 
In recent years international donors have provided the bulk of financing for road expansion and 
maintenance. In 2009, donor funding for new road construction was four times the government’s budget 
for the same. This ratio is consistent for planned road construction expenditures until 2014. In terms of 
road rehabilitation and periodic maintenance, donors and the Millennium Challenge Georgia Fund (MCG) 
injected nearly GEL 185 million in 2009 and nearly GEL 340 million in 2010. These amounts are double 
and triple the government’s budget for rehabilitation and maintenance, respectively. By 2012, donor and 
MCG funding dropped to zero while government expenditure did not increase substantially (World Bank 
2012c: 93). These patterns indicate that the sustainability of road maintenance financing demands 
attention. 
 
Donor funded road improvement can provide short term gains in connectivity, but the Georgian 
government must be able to extend those gains through consistent maintenance.  A 2012 evaluation of the 
MCG’s financing of the Samtskhe-Javakheti road rehabilitation by the United States Government 
Accountability Office (GAO) found that the road quality was compromised due to a compressed 
timeframe for completion and that the Government of Georgia lacked the capacity for maintaining the 
road after rehabilitation. The objectives of the road rehabilitation were to increase exports from the 
Samtskhe-Javahketi region as well as to enhance development by improving access to the main market of 
Tbilisi. Up until the rehabilitation, the road was rough asphalt making access to Tbilisi extremely 
challenging (GAO 2012). MCG funded 217 kilometers of road rehabilitation in a compact that extended 
from 2006 to 2012. Upon completion of the road, driving time along its length was reduced to 2.75 hours 
from 8.25. While a number of construction defects occurred due to a compressed time schedule for 
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completion, the GAO found that these were rectified beyond the term of the compact. The GAO also 
raised concerns that the long term sustainability of this road rehabilitation was in jeopardy due to an 
apparent lack of a resource commitment from the Government of Georgia. 
 
A condition of MCG’s funding of this road rehabilitation was that the Government of Georgia maintains 
funding for road upkeep. Inspections by the GAO and an independent contractor found maintenance to be 
lacking just after the completion of the road.  Damaged guardrails and drainage systems had not been 
replaced, erosion blocked the drainage system, and poor snow removal efforts in the winter of 2011-2012 
further compromised the road’s surface (GAO 2012). These routine maintenance items, compounded by 
road defects from the original construction period signals significant may be too costly considering 
Georgia’s budget for road maintenance. The GAO found that the total budget allocated to this road was 
USD 720,000 in 2012, however, USD 700,000 was allocated to snow removal contracts alone (GAO 
2012: 43).  
 
Source: United States General Accountability Office (GAO). 2012. “Millennium Challenge Corporation: Georgia 
and Benin Transportation Infrastructure Projects Varied in Quality and May Not Be Sustainable.” Report to 
Congressional Committees. 
 
Brazil provides an example of successful investments in connective infrastructure that allowed for a 
diverse portfolio of cities and promoted growth. These changes occurred in Brazil coincident with 
decentralization of industrial development in the 1970s, which began to channel investments and 
infrastructure into previously lagging regions such as the Northeastern Brazil. This led firms and people 
to locate to previously underserved areas. During the same period, these changes were augmented by 
expanding roadway networks that facilitated agricultural production and national growth as well as a 
reform of the transport sector later in the 1990s.  
 
Despite the success Brazil has achieved in ensuring connectivity through its expansive expressways, 
much of the road network was constructed in the 1950s and 1970s. The paved roadways are deteriorating 
at an alarming pace due to lack of maintenance; between 2000 and 2007, the percentage of roads 
considered to be bad quality jumped 10 percent points, from 30 to 40 percent. As a result, freight 
transport costs have also increased considerably, particularly for short distances (see Table 3.3). These 
increasing costs have the potential to increase the price of domestic goods and damage competitive 
pricing in terms of trade. These increasing costs in the case of Brazil suggest that road maintenance is 
underinvested and that, like Brazil, Georgia must maintain its roads in order to take advantage of its well-
functioning portfolio of cities.  
 

Table 3.3: Annual Growth in Freight Cost/ton by Distance Bands in Brazil 

 6,000km 2,400km 800km 400km 50km 

2007 2.72% 2.94% 3.16% 3.24% 3.34% 
2008 8.08% 7.44% 6.96% 6.81% 6.51% 
2009 3.73% 4.20% 4.44% 4.56% 4.87% 
2010 5.20% 5.36% 5.40% 5.42% 5.54% 
2011 5.27% 6.09% 6.76% 7.02% 7.43% 

Source: World Bank 2011a 



 

38 
 

 
Box 7 – Key Challenges to Connecting Georgia to National and International Markets 
The spatial dispersion of Georgian cities combined with the legacy of the north-south orientation of trade 
in the Soviet era means that the connective infrastructure is no longer efficient. The focus now is on 
rewiring Georgia’s connective infrastructure to provide links and respond to new trade routes. As a result, 
the key challenges to achieving connectivity include: 

• Identifying and valuing within country market access and external trade routes. 
• Coordinating road and freight transport to support these markets. 
• Leveraging own resources and external funding to ensure sustained returns and the ability to 

finance and maintain new infrastructure. 
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Chapter 4 : Restructuring urban finance to increase local revenues and 
enhance public-private partnership 
 
The previous chapters outline the importance of implementing improved planning tools and standards as 
Georgia continues its transition away from Soviet planning. Additionally, they also stress the imperative 
to develop connective infrastructure to respond to new and emerging trade flows within and outside 
Georgia’s borders and encourage healthy levels of growth for Georgian markets. However, underpinning 
these efforts is the critical role of financing for both the basic services and infrastructure that make 
planning and connecting possible. The concerning dearth of expenditures allocated to road and municipal 
infrastructure maintenance, for example, highlight Georgia’s need to close the gap between its own 
resources and investment needs. Policymakers can focus on a number of priorities to encourage the 
sustainability of financing (World Bank 2013d).  
 
This chapter reviews Georgia’s efforts to both reform its own budgeting practices as well as develop a 
foundation for private participation in investment. While Georgia boasts one of the strongest 
decentralization efforts of Eurasian cities (World Bank 2012a), it still struggles to meet its budget 
requirements for key state assets. To address these shortcomings, Georgia has begun to lay the 
groundwork for the 2nd stage of decentralization to establish a more effective LSG system and increase 
public-private participation in infrastructure. But it struggles with an incomplete legal framework and few 
precedents.  
 
Georgia has a framework for intergovernmental fiscal transfers with spending rightly focusing 
on equalization of living standards. 
 
In Georgia, the institutional transformation of the mid-2000s provided a new framework for inter-
governmental fiscal relations with a clear focus on decentralization. Unlike many other former Soviet 
republics, Georgia substantially altered the structure of its subnational governments. This transformation 
paved the way for a smoother, more equal, and more transparent intergovernmental transfer processes. 
 
Beginning in the 1990s, the government of Georgia began its decentralization process. At that time, the 
local government was divided into three levels of sub-national government consisting of 1) nine regions 
and two autonomous republics, 2) 65 districts including five large cities, and 3) roughly 1,000 
municipalities. Until then, an unclear division of tasks between levels of government combined with 
limited political and financial independence of municipalities from the center led to a fragmentation of 
municipalities.  According to experts, this system did not function nor comply with the European 
charter38.   

In 2005, the adoption of the ‘Organic Law on Local Self-government,’ which eliminated the second 
lowest tier of local government, consolidated roughly 1,000 municipalities into 65 according to their 
former administrative districts. Tbilisi, maintains dual status, both as a region and municipality. By 

                                                             
38Melua, 2011(Local Government: Georgia) 



 

40 
 

January 1, 2007, newly elected municipal councils were in place, effectively transferring power to local 
governments. 

After local government reform, all social services, including social assistance, education, and health were 
centralized. The central government assumed essential functions, such as paying salaries as well as 
operating and maintenance costs of social service facilities. The responsibilities of local governments now 
consist mainly of providing some urban public service (e.g. solid waste collection, parks, kindergartens, 
and district heating) and public transport, and maintaining housing and intra-settlement roads. 

During the processes of decentralization, there was a shift in the allocation of government revenues. The 
personal income tax was reassigned to the central government in the 2009 budget code, leaving local 
governments to rely on the property tax, fees, charges, and income from the rent, lease, or sale of their 
own real estate, along with a newly created “equalization transfer.”39 The latter was introduced to address 
fiscal disparities between rich and poor municipalities. The equalization formula was initially introduced 
to compensate local governments for 70 percent of the difference between what it expects to raise from 
local revenue and the equivalent national average. The national average excludes the city of Tbilisi from 
its calculation. After the centralization of income tax, this formula was modified and determined on a 
more tailored basis. Currently the calculation of these grants rely on a combination of municipal 
budgeting fundamentals such as projected revenue and expenditures plus a centrally determined 
“equalization coefficient” (World Bank 2012a). 
 
Georgia has also introduced new mechanisms to facilitate capital investment in the regions. In 1998, an 
on-budget Municipal Development Fund was created to finance and implement small infrastructure, with 
a focus on water and sanitation but also local roads and infrastructure. Table 4.1summarizes the main 
instruments and policies for financing regional development.   
 

Table 4.1: Instruments for Financing Regional Development 

State Budget 
Social  

• Pensions: The regional distribution of pensions is defined by the number of pensioners 
registered in the given region. 

• Targeted social assistance: The regional distribution of assistance is defined by the number of 
beneficiaries registered in the given region. 

• Health: The regional distribution of insurance packages is defined by the number of 
beneficiaries (poor households) registered in the given region. Primary health care is free and 
provided through a network of centers, while prevention and treatment for communicable and 
non-communicable disease are also financed directly. 

• Education: Per capita financing per student is defined by the number of pupils in the region, and 
by regional estimates of the cost per-pupil of delivering general education. Capital needs are 
financed from the state budget. 

Infrastructure 
• Municipal Development Fund: The regional distribution of the project funds is defined at the 

                                                             
39 Eurasian cities 2012: 197-198 
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central level and may include state and municipal projects in roads, water, sewerage, etc. 
• Regional Development Fund: The regional distribution is defined by a government decision or, 

if the project is under GEL100,000, by the Ministry of Finance. The annual allocation is 
approved in the state budget. 

Other Instruments 
• Special Transfers: These are defined by the region’s needs and provided by the State budget as 

assistance; this instrument has been used extensively in the Adjara region. 
• Direct Transfers: The regional distribution is defined by a government decision or, if the project 

is under GEL100,000 by the Ministry of Finance. The annual allocation is approved in the state 
budget. 

Municipal Budget 
• Own Funds: Collections from property tax, local fees, land transactions, rent operations, 

proceeds from sales of goods and services, and other non-tax collections. 
• Equalization Transfer: This is based on the equalization formula that considers economic 

prospects and the ability to mobilize local revenues. 
Source: World Bank. 2012b. “Trends and Challenges in Regional Development Draft.” 
 
Such a framework appears transparent for the public financing of regional development. It also provides 
stability to regions since volatile revenues are kept by the central government which guarantees basic 
transfers. It is simple and transparent, to the extent that capitation formulas are relatively simple and 
public. Also, the framework provides flexibility to address specific needs, such as infrastructure, or to 
pursue specific policy priorities or regions. 
 
World Bank estimates for 2010 suggest that the State spent roughly from 15 percent to 25 percent of a 
region’s GDP through the various instruments described above.40 The pattern of spending by regions is 
consistent with the equalizing principles embedded in the various spending policies. The State spends less 
in the city of Tbilisi (when measured as a proportion of its own GDP) and more in the other regions 
(Figure 4.1). In regions with low per capita income and/or high poverty, the State has focused on social 
issues or infrastructure bottlenecks. Social spending is the key for the low-income regions of Kakheti and 
Samtskhe-Javakheti, as well as for the high poverty regions of Shida Kartli and Mtsketa Mtianeti. But 
public investments, including in the national and international road network which account for the bulk of 
capital spending in the State budget, are the most important State contributions for regions such as Adjara, 
Tbilisi, Imereti, and Kvemo Kartli.41 Subsidies to enterprises, including public utilities responsible for 
water and sewerage, play an important role in local government spending of its own funds.  
 
Spending levels and composition by region must be interpreted carefully. Leaving data considerations 
aside, it should be noted that 2010 was not a standard year. The implementation of the country’s stimulus 
package was fully underway, focusing on public investments and safeguarding social sector allocations. 
Implementation of the state budget in 2011 suggests that the pattern of spending by region observed in 
2010 was maintained, but this may change, particularly as investment programs are completed and are not 
                                                             
40 Excludes spending on police, defense, public administration and debt service from the state budget that were not 
broken down by region. Thus, Georgia as a whole spent about 30% of its GDP in 2010. 
41 Estimates on capital spending by regions are to be interpreted carefully as they are the result of a combination of 
hard information and “soft” statistical estimates. 
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replaced by new ones to contribute to the ongoing fiscal consolidation.  All in all, however, spending in 
the country’s low and middle-income regions can be expected to increase given the plans to integrate 
Kakheti and Imereti (and other regions after these) into the local and international markets. 
 

Figure 4.1: Public spending by region 
Public spending by region, percent of a region’s GDP, 2010 

 
Source: From World Bank 2012b, pg. 12. 

 
Stronger institutions are needed to implement and manage public investments. 
 
Although a good framework for inter-governmental fiscal relations is in place, the full institutional 
agenda is by no means complete. For instance, while investment decisions at the national and regional 
levels have been sound – as the priority investment needs have been well-identified – the institutional set-
up for public investment management at the national and local levels still requires significant 
improvement.  
 
Privatization of the economy after independence heralded new challenges for the Georgian government as 
the state grappled with the loss of state enterprises that previously funded a host of local public services. 
The introduction of tax revenue also introduced new systems of budgeting. These changes required 
significant institutional development, which are still in the process of being strengthened. While Georgia 
has had an excellent track record in project implementation, processes like project appraisal, project 
selection and budgeting, and project evaluation will need greater institutional development (World Bank 
2012c). Other institutional arrangements, such as lateral structures of coordination are lacking. For 
example, there exists no framework for regional planning, which aids in the coordination of infrastructure 
development and planning between regional and municipal units. 
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The rules for coordination across administrative units and between public and private 
investments are weak. 
 

International experience suggests that the central government has a role in providing the right incentives 
for coordination around regional investment programs in decentralized settings. This can be done by the 
central government providing incentives to increase the capacity of metropolitan governance as well as to 
encourage inter-jurisdictional coordination for stronger regional capacity. Operating through 
intergovernmental transfers, these incentives can be structured in a number of ways. International 
experience demonstrates that financial incentives from the state can drive metropolitan coordination and 
regional development. In Germany, for example, fiscal incentives for regional cooperation were an 
effective strategy given the fragmentation of subnational entities (Samad et al. 2012). Despite territorial 
reform, which has attempted to reduce fragmentation of urban areas, Georgia could learn from Germany’s 
example as it moves away from the legacy of Soviet planning, which over-relied on the state for planning 
and financing local efforts. Another form of incentives is dedicated funds for projects conceived and 
implemented through local cooperation. Switzerland implemented an “agglomeration policy” designed to 
support local urban projects that demonstrate regional impact. These examples provide working 
frameworks for developing the role of national government in regional planning in the Georgian context. 
 
Private participation will also be essential to satisfy growing infrastructure needs (World Bank 2012c). As 
the appetite for private investment returns following the global financial crisis, capital expenditures are 
expected to decline from 8.9 percent of GDP in 2011 to 7.2 by 2015. The involvement of the private 
sector for infrastructure in Georgia has only started in recent years, however. Recognizing the need to 
improve aging infrastructure, particularly in the area of municipal water and wastewater, Georgia 
privatized water services in a number of cities in 2008. The exercise of understanding the financial 
operations of these utilities and the limitations of the existing regulatory framework helped the 
government to improve the public sector participation climate. In the case of the energy sector, the 
Georgian government developed a sector-wide regulatory structure and legislative norms to encourage 
private participation through deregulation. This included capacity building in tariff regulation, licensing, 
and legal analysis. From 1998 to 2011, USD 803 million in private investment flowed into the energy 
sector. Meanwhile, in one of the most critical sectors to the Georgian economy, the government worked 
to establish a framework for PPPs in the roads sector. Much of the funding for roads has come from 
donors and multilateral agencies, but the opportunities to engage the private sector through toll revenue 
concessions are apparent. Georgia attempted to issue a concession for the Rikoti Tunnel rehabilitation as 
part of the East-West highway development. While the first effort fell through because of the global 
financial crisis, a Chinese company signed a lease in 2010 (PPIAF 2011). 
 
One of the key explanations for limited PPP projects in Georgia is the absence of a solid legal framework 
for private participation. The European Bank of Reconstruction and Development (EBRD) rated its 
countries of operations based on the quality of PPP legislation. Out of 33 transition countries, Georgia 
ranked second to last in the quality of PPP legislation, placing the country squarely in the “low 
compliance” and “very low effectiveness” categories (EBRD 2012b). The legal framework under which 
PPPs fall is the Georgian law “On the Procedure for Granting Concessions to Foreign Countries and 
Companies,” a law which was adopted in 1994 and has not been revised since. Moreover, EBRD (2012a) 
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finds that there is scant mention in the law regarding the delineation of the role of government. 
Addressing the legal framework provides a fundamental first step in ensuring private sector confidence in 
partnership.    
 
PPPs present a range of benefits for infrastructure investment, but also introduce risk. On the one hand, 
shared investment leads to cost sharing, attracting additional investment, and the potential to improve 
project quality. On the other, it introduces the need to better manage risk and accountability.  A number of 
prerequisites must be in place to ensure the successful implementation of PPPs, including public sector 
capacity, systems for monitoring, a strong framework, and ways to assess risk. PPPs fail when they are 
erroneously used to substitute for good financial management practices and project evaluation methods. 
For example, in the early 1990s, the government of Colombia provided guarantees for revenues from toll 
roads, the airport, and payments to power companies to attract private investment. However, the risk of 
these guarantees was not properly assessed and the government ended up paying out roughly $2 million 
dollars due to revenues lower than initially projected. In Bolivia, the government awarded a concession to 
a private consortium in an effort to privatize Cochabamba’s water supply. After the concession was in 
place, the consortium restructured rates, and in some instances the new water bills equaled 20 percent of 
households’ incomes. This led to civil unrest in the form of violent protests and a withdrawal of the 
consortium from Bolivia (World Bank 2013d).  International examples of these failures provide a 
cautionary tale as Georgia develops an attractive environment of PPPs.  
 
Successful infrastructure financing through PPPs requires enabling regulation and a clear commitment 
from government. The experience of South Africa provides a best practice for developing countries. In 
1997, just three years after the first democratic election in South Africa, the South African Cabinet 
appointment a team to develop a set of policies as well as legislative and institutional reforms to foster an 
enabling environment for PPPs. By 2000, a Strategic Framework for PPPs was in place and codified in 
the Public Finance Management Act (1999). Currently, the PPP Unit operates out of the National 
Treasury drawing on professional staff from a range of public and private sector backgrounds. The Unit 
enforces regulations that carry out everything from initiating PPPs, defining institutional responsibilities, 
delineating risk assessment criteria, and ensuring that the South African government’s longer term 
priorities are considered.  
 
Box 8 – Key Challenges to Financing Urban Development in Georgia 
Financing for infrastructure and basic services is critical for making planning and connecting possible in 
Georgia. Georgia has a strong inter-governmental fiscal framework focused on equalization across 
regions. However, the dearth of budget allocations for infrastructure, such as road maintenance, point to 
Georgia’s need to close the gap between its own resources and investment needs. The following represent 
key challenges in Georgia’s efforts to generate sustained finance for urban development: 

• Much of the funding for infrastructure development for Georgia originates from donors and 
multilateral development banks. But in order to attract private investors, Georgia must focus on 
valuing and developing the country’s creditworthiness. 

• The low quality of Georgia’s PPP legislation also indicates the low effectiveness of attracting 
private capital. Enhanced coordination between the government and private investors using a 
clear set of rules and a strong legal framework can vastly improve the private investment climate 
in Georgia. 
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• Georgia must focus on leveraging existing assets such as its strong urban reforms and ease of 
doing business in terms of registering property and issuing construction permits. Georgia can 
learn from its own successful systems to ensure that public-private transactions are smooth and 
consistent. 
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Annex 1 
Table 1. Distribution of municipalities according to geographic factors  

Region Municipality F1: 
Distance 
to Tbilisi 

F2: 
Distance 
to ‘Big 
Four’ 

F3: 
Distance 
to Ports 

F4: 
Distance 
to  
highway 

Sum  Category 

TB Tbilisi city 0 0 5 1 6 Advanced  
[Total pop 
size 2012=  
2,059,100; 
Average pop 
size: 
187,191; Pop 
growth 
2012v2002: 
6.3 percent]   

AJ Batumi city 6 0 0 1 7 
IM Kutaisi city 4 0 2 1 7 
KK Marneuli 1 1 4 1 7 
AJ Kobuleti 5 1 1 1 8 
GU Ozurgeti 5 1 1 1 8 
IM Chiatura 3 1 3 1 8 
IM Tskaltubo 4 1 2 1 8 
SK Kaspi 1 1 5 1 8 
SZ Abasha 5 1 1 1 8 
SZ Senaki 5 1 1 1 8 
AJ Keda 5 1 1 2 9 Well 

located[Total 
pop size 
2012=  
1,616,600; 
Average pop 
size: 57,738;   
Pop growth 
2012v2002: 
0.3 percent]   

AJ Khelvachauri 6 1 1 1 9 
GU Chokhatauri 5 1 2 1 9 
GU Lanchkhuti 5 2 1 1 9 
IM Kharagauli 3 2 3 1 9 
IM Samtredia 5 1 2 1 9 
IM Terjola 4 1 3 1 9 
IM Tkibuli 4 1 3 1 9 
IM Vani 4 1 2 2 9 
IM Zestaponi 4 1 3 1 9 
KK Bolnisi 1 1 5 2 9 
KK Gardabani 1 1 6 1 9 
KK Rustavi city 1 0 6 2 9 
KK Tetri Tskaro 1 1 5 2 9 
MM Mtskheta 1 1 6 1 9 
SK Kareli 2 2 4 1 9 
SZ Poti city 6 2 0 1 9 
AJ Shuakhevi 5 2 2 1 10 
IM Baghdati 4 1 3 2 10 
IM Khoni 5 1 2 2 10 
IM Sachkhere 3 2 4 1 10 
KA Sagarejo 1 1 7 1 10 
MM Tianeti 1 1 6 2 10 
SK Gori 2 2 5 1 10 
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Region Municipality F1: 
Distance 
to Tbilisi 

F2: 
Distance 
to ‘Big 
Four’ 

F3: 
Distance 
to Ports 

F4: 
Distance 
to  
highway 

Sum  Category 

SK Khashuri 3 2 4 1 10 
SZ Khobi 6 2 1 1 10 
SZ Martvili 5 1 2 2 10 
SZ Zugdidi 6 2 1 1 10 
AJ Khulo 4 2 2 3 11 Modestly 

located 
[Total pop 
size 2012=  
524,700; 
Average pop 
size: 32,794;   
Pop growth 
2012v2002: 
0.6 percent]  

KK Tsalka 2 2 4 3 11 
RL Ambrolauri 4 1 3 3 11 
RL Tsageri 4 1 3 3 11 
SJ Adigeni 4 2 2 3 11 
SJ Akhaltsikhe 3 2 3 3 11 
SJ Borjomi 3 2 4 2 11 
SZ Chkhorotsku 5 2 2 2 11 
KA Gurjaani 2 2 7 1 12 
SJ Aspindza 3 2 3 4 12 
SZ Tsalenjikha 6 2 2 2 12 
KA Kvareli 2 2 7 2 13 
KA Telavi 2 2 7 2 13 
KK Dmanisi 2 2 5 4 13 
MM Dusheti 2 2 6 3 13 
RL Oni 4 2 4 3 13 
KA Akhmeta 2 2 7 3 14 Poorly 

located[Total 
pop size 
2012=  
297,200;   Av. 
pop 
size:33,022;   
Pop growth 
2012v2002: 
2.1 percent] 

KA Sighnaghi 2 2 8 2 14 
RL Lentekhi 5 2 3 4 14 
SJ Akhalkalaki 3 3 4 4 14 
KA Lagodekhi 3 3 8 1 15 
MM Kazbegi 3 3 5 4 15 
SJ Ninotsminda 3 3 4 5 15 
SZ Mestia 6 2 3 4 15 

KA Dedoplistskaro 3 3 8 2 16 
Source: Calculations based on Geostat 2012 data 
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Table 2: Distribution of municipalities according to economic-geographic factors 
Part 1. Distribution of municipalities among distance zones (Z) by geographic factors and by regions 
Distanc
e zone 
(Z) 

Factor 1 (F1): 
Distance to Tbilisi 

Factor 2 (F2): 
Distance to ‘Big Four’ 

Factor 3 (F3): 
Distance to Ports 

Factor 4 (F4): 
Distance to East-west 
highway* 

# of 
municipalities 

Distribution 
by regions 

# of 
municipalities 

Distribution by 
regions 

# of 
municipalities 

Distributio
n by 

regions 

# of 
municipalit

ies 

Distributio
n by 

regions 
Z 1 9 KA:1 

KK:5 
MM:2 
SK:1 

27 AJ:3 
GU:2 
IM:9 
KA:1 
KK:4 
MM:2 
RL:2 
SK:1 
SZ:3 

9 AJ:3 
GU:2 
SZ:4 

32 AJ:4 
GU:3 
IM:9 
KA:3 
KK:2 
MM:1 
SK:4 
SZ:5 
TB:1 

Z 2 10 KA:5 
KK:2 
MM:1 
SK:2 

28 AJ:2 
GU:1 
IM:2 
KA:5 
KK:2 
MM:1 
RL:2 
SJ:4 
SK:3 
SZ:6 

12 AJ:2 
GU:1 
IM:5 
SJ:1 
SZ:3 

16 AJ:1 
IM:3 
KA:4 
KK:3 
MM:1 
SJ:1 
SZ:3 

Z 3 12 IM:3 
KA:2 
MM:1 
SJ:5 
SK:1 

5 KA:2 
MM:1 
SJ:2 

12 IM:6 
RL:3 
SJ:2 
SZ:1 

9 AJ:1 
KA:1 
KK:1 
MM:1 
RL:3 
SJ:2 

Z 4 12 AJ:1 
IM:7 
RL:3 
SJ:1 

0  9 IM:1 
KK:2 
RL:1 
SJ:3 
SK:2 

6 KK:1 
MM:1 
RL:1 
SJ:2 
SZ:1 

Z 5 13 AJ:3 
GU:3 
IM:2 
RL:1 
SZ:4 

0  7 KK:3 
MM:1 
SK:2 
TB:1 

1 SJ:1 

Z 6 7 AJ:2 
SZ:5 

0  5 KK:2 
MM:3 

0  

Z 7 0  0  5 KA:5 0  
Z 8 0  0  3 KA:3 0  
0 
distance
* 

1 TB:1 4 TB:1 
IM:1 
AJ:1 
KK:1 
 

2 AJ:1 
SZ:1 

0  

  

IM:9
IM:9
IM:2
IM:5
IM:3
IM:3
IM:6
IM:7
IM:1
IM:2
IM:1
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Part 2. Average distance zone indices** by geographic factors by regions  
Region 
(Sum of average distance 
zone indices F1+F2+F3+F4) 

Average distance zone indices** 
Factor 1 (F1): 
Distance to Tbilisi 

Factor 2 (F2): 
Distance to ‘Big 
Four’ 

Factor 3 (F3): 
Distance to Ports 

Factor 4 (F4): 
Distance to 
Eastwest highway* 

AJ (10.8) 5.2 1.2 1.2 3.2 
GU (8.6) 5 1.3 1.3 1 
IM (9) 3.9 1.1 2.7 1.3 
KA (13.4) 2.1 2.1 7.4 1.8 
KK (9.5) 1.3 1.1 5 2.1 
MM (11.9) 1.8 1.8 5.8 2.5 
RL (12.4) 4.3 1.5 3.3 3.3 
SJ (14.3) 3.2 2.3 5 3.8 
SK (9.3) 2 1.8 4.5 1 
SZ (10.4) 5.6 1.7 1.4 1.7 
TB (6) 0 0 5 1 
Source: Calculations based on Geostat 2012 data 
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The Monument of Sardarapat celebrates the Republic of 
Armenia’s battle for independence, which took place from May 
24 to May 26, 1918. Sardarapat is 40 kilometers west of Yerevan, 
and the battle is considered to have stopped the Turkish advance 
in Armenia and prevented the nation’s destruction.
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Over the past two decades, Habitat for Humanity, a Christian nonprofit organization dedicated to fighting 
the scourge of poverty and inadequate housing, has built or improved more than 350,000 affordable homes 
worldwide. While this is clearly an impressive achievement for a nonprofit, we know that it is impossible to 
meet the goal of “decent housing for all” through Habitat’s building efforts alone.

To eliminate poverty housing from the face of the earth, our mission calls us to go beyond building and 
refurbishing homes. At Habitat we believe we need genuine partnerships and participation with individuals, 
communities, corporations, nonprofits, local and national governments, and other institutions. Increasingly 
through our programs in 90 countries where we work, we are aiming to influence the overall housing policy 
and practice to enable a functioning housing sector that works for everyone.

To start, we all need reliable information on the housing environment and a good understanding of the 
primary housing needs. This Armenian Housing Study, conducted around a methodology developed for 
Habitat for Humanity’s emerging global housing policy index, is one of the first steps in this direction in 
Armenia. It is an attempt to analyze the context and environment that affects housing issues in Armenia, 
and to identify the most vulnerable groups affected by current housing policies and practices. The housing 
policy index looks at five key policy areas and is based on extensive research and studies from many of the 
world’s leading housing policy experts and institutions.

Through the data and analysis in this report, we aim to improve our understanding of the housing 
environment and need in Armenia. We believe the analysis and recommendations are useful to policy 
makers, development professionals, nonprofit organizations and donors who are willing to work together 
to find lasting and sustainable solutions to the large demand for decent housing that is portrayed in this 
document. This study is obviously not a panacea for the housing issues in Armenia, but we hope you will 
find it a helpful guide to developing working solutions to bring about positive change.

Don Haszczyn
Area Vice President
Habitat for Humanity International
Europe and Central Asia

Foreword

At Habitat,  
we believe we 
need genuine 
partnerships and 
participation 
with individuals, 
communities, 
corporations, 
nonprofits, local 
and national 
governments, 
and other 
institutions.
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Research was carried out by staff from the Urban Foundation for Sustainable Development in Armenia.
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Executive summary

The housing situation in Armenia was influenced 
largely by the conflict with Azerbaijan over Nagorno 
Karabagh in the late 1980s and early 1990s, forcing 
the influx of an estimated 350,000 refugees. And 
in 1988, a devastating earthquake in the northern 
regions of Armenia rendered about 17 percent 
of the nation’s housing stock uninhabitable. In 
addition, Armenia experienced a production decline 
in its housing sector. Other major problems were 
deteriorating housing stock (apart from those caused 
by the earthquake) and the households designated as 
underhoused.

The aforementioned challenges forced the 
government to undertake reforms in the housing 
sector. Since 1989, a number of laws, regulations 
and strategies have been adopted to handle the 
shelter problems of earthquake-displaced and 
refugee households; to regulate property and land 
relationships; to boost privatization of state-owned 
apartments to the registered tenants (by 2000, 96 
percent of Armenia’s housing stock was privatized); 
to introduce market-based housing management and 
maintenance systems; to expedite the legalization 
and registration of “unauthorized buildings and 
unauthorized land occupation”; to promote the 
development of a housing finance market in 
Armenia; and to solve housing problems of the 
middle-income population.

Problems in Armenia’s housing sector: 
The government of Armenia has not yet developed 

a comprehensive national housing strategy to 
address all housing problems effectively.

Housing stock is deteriorating because of 
poor maintenance. Nineteen years after the 
collapse of the Soviet Union, transformation to 
a new housing management system still is not 
going smoothly. Although projects supporting 
the management and maintenance of apartment 
buildings, including upgrading communal 
infrastructure and monitoring communal 
services, are some of the most important 
priorities of the government, reportedly only 20 
percent of registered condominiums are effective. 
This is due, in large part, to irresponsible owners 
not caring for common areas of buildings; 
poor service provision; a lack of competition; 
nonpayment of service fees by local governments; 
lack of knowledge of building residents; and weak 
managerial skills by the management body. 

A startup revolving fund (“seed funding”) 
by donor organizations, commercial banks, or 
credit organizations is needed to initiate any 
major activity connected with maintenance. 
Additionally, homeowners’ knowledge and 
capacity in building maintenance should be 
increased. Efforts to attract external funds to 
support apartment building maintenance are 
hindered because receiving long-term loans 
from banks or credit organizations—an ongoing 
source of external funding—requires collateral in 
the form of real estate. For apartments, common 

areas can be offered as collateral only if they are 
registered in the real estate cadastre and have an 
issued ownership title.

Maintenance of single-family housing stock is not 
given enough attention by the government or donor 
organizations. It is the sole responsibility of the 
owners, who maintain their house over time at their 
own expense. Single-family housing improvement 
and new construction are needed, especially in the 
rural areas of the earthquake zone and villages along 
the state border of Armenia.

Evictions are often illegal and performed without 
proper compensation and resettlement.

There are many unfinished residential structures 
in Armenia. Construction on these structures 
started prior to 1991 and halted because funds 
dried up. Most of them are in the earthquake zone 
and Yerevan; the remaining units are scattered 
throughout the country. Most units within the 
unfinished buildings had already been allocated 
to households. Therefore, any policy that aims to 
complete these buildings must take into account 
the claims that those households might have on a 
particular unit.

Currently there are damaged buildings in 
Armenia that are too dangerous to live in, but which 
could be made habitable again after reinforcement, 
reconstruction or capital renovation. Such buildings 
are designated damage category III by the Armenian 
government, and it is illegal to live in them. The 
number of buildings in this category is increasing.
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The registration process of these illegal structures 
is not yet finalized. The passage of the 2003 law “On 
Unauthorized Buildings and Unauthorized Land 
Occupation” provided the basis for bringing the 
significant number of informal structures into the 
formal housing market, but there are still tens of 
thousands of illegal structures to be legalized.

Despite the improvements in the legal framework 
in housing finance and the testing of mortgage 
mechanisms in Armenia by international donors, the 
mortgage portfolio of banks is very small, with strict 
eligibility criteria, low maturity period and very 
high interest rates (13-16 percent). Loans mostly 
were allocated for housing purchase and renovation. 
There are no mortgages that are given at subsidized 

interest rates. Because of the 
global financial crisis, private-
sector crediting slowed down and 
the portfolios of banks decreased 
further.

The private rental market 
is relatively small. The largest 
category of rental units is those 
transferred to local governments 
(4 percent of housing stock). There 
is no rent control. Landlords set 
the rents themselves, and most 
private leases are concluded 
informally. Lease contracts are 
subject to notarization and state 
registration, which is expensive 
and not expedient for the many 
landlords who have to set low 

rents for housing.
Because of a lack of funds, there are no investment 

plans for urban expansion to accommodate 
population growth in the capital, Yerevan.

There is no unified government housing 
strategy for vulnerable groups. Commitments in 
various regulations and documents often overlap: 
The Armenian government’s action plan for 
2008–12 pays special attention to housing projects 
for earthquake-displaced, refugee households; 
children remaining without parental care; the 
socially vulnerable; newly formed young families; 
and people with disabilities or partial mobility. 
The list of measures in the Republic of Armenia 
Demographic Policy Strategy includes development 

and implementation of targeted state projects on the 
provision of affordable housing for young families, 
vulnerable refugees, the elderly, etc. Based on 
separate laws and government decisions, 15 ad hoc 
projects have been implemented by the Armenian 
Ministry of Urban Development to support residents 
in apartment buildings subject to demolition; those 
deprived of housing because of the taking of land 
for state and community needs; internally displaced 
persons; residents in wooden houses in the zones 
prone to landslides and falling rock; children without 
parental care; families of dead soldiers; and victims 
of Stalinist repressions. Earthquake-displaced 
households and households along the state border, 
mainly in rural areas, remain special concerns for 
the government. In addition, thousands of families 
are underhoused.

Since independence, Armenia has adopted many 
laws and regulations (see detailed legal analysis 
in Annex 1) that govern the housing relationships. 
“Housing Code of the RoA” was in force until 
November 2005, after which a new legislative 
package was adopted by the National Assembly of 
Armenia, which doesn’t close the gap in the housing 
legislation. There are a lot of relationships that are 
not regulated by the Civil Code or the laws “On 
Management of Multiapartment Building” or “On 
Condominiums,” such as the establishment of social 
housing systems in Armenia, including the social 
rental housing sector; a provision for the definition 
of “socially vulnerable,” “social” and “affordable” 
housing; assessment criteria definition; needs-
assessment methodology; criteria of registration 

Many apartment buildings built in Armenia during the Soviet era are now crumbling. 
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and housing provisions; etc. According to the 
information provided by the Republic of Armenia’s 
Ministry of Labor and Social Affairs, n about 140 
legal documents of the Republic of Armenia, the 
term “socially vulnerable” is specifically used to 
reflect the meaning of a given legal document.

There is no national housing allowance scheme 
in Armenia, although the ministries of Urban 
Development and Labor and Social Affairs are 
considering this option. 

Key legal problems in the field are the lack of 
housing strategy development and clear policy 
on state responsibilities to vulnerable groups; 
separation of responsibilities among state and local 
authorities; private-sector involvement in housing 
industry and finance; improvements of eviction, 
foreclosure and bankruptcy mechanisms to conduct 
legally transparent and sustainable transactions in 
real estate, including sales and other transfers of 
nonperforming loans; and the implementation and 
enforcement of acting laws and regulations.

The authors of this study tried to cover all 
housing problems in the country and provide 
recommendations to solve them. Recommendations 
are summarized and made by subfields to further 
facilitate activities of responsible authorities or 
interested parties (investors or donors, including 
international organizations).

Main recommendations:
Property rights
Ensure and finalize registration of property rights:

■  By the state, municipalities, legal and physical 
entities putting real estate into civil circulation 
and making it subject to property taxation.

■  To shared property of multiunit building.
■  To the apartments in the buildings under 

construction (so-called “elite” buildings) that 
have not yet passed final inspection.

Housing finance
■  Regulate the housing finance sector to ensure 

its viability without impeding its ability to 
meet a broad spectrum of housing needs.

■  Support the creation and development of 
housing finance institutions.

■  Channel housing subsidies through, or in 
conjunction with, housing finance.

■  Determine effective housing demand by 
income and location (urban, rural) to identify 
and define market segments and the volume 
of finance required by each segment.

■  Find out sources of lenders’ funds and the 
elasticity of these sources.

■  Determine the gap between potential demand 
and current supply for each market segment.

■  Develop adequate mortgage and housing 
saving products.

■  Provide mortgages for vulnerable households 
with subsidized interest rates.

Housing subsidies
■  Create the necessary legal and regulatory 

frameworks to support supply-side subsidies.
■  Increase housing production, which means 

directing more resources to residential 
construction.

■  Increase affordability by building low-cost 
housing or by supplementing housing 
expenditures. 

■  Improve housing conditions by supporting 
rehabilitation or new construction.

■  Establish legal mechanisms for construction 
of affordable, economical and safe housing 
for vulnerable groups. It is important legally 
to approve a “road map” of construction for 
such houses starting from design-drawing, 
construction permission documents, use 
of special construction materials (low-cost,  
nonstandard) and volunteer labor, providing 
technical inspection for these houses free of 
charge (this service to the “socially vulnerable” 
should be provided by the local authorities).

Residential infrastructure
■  Develop a strategic approach to solid 

waste management (acceptance of concept 
papers, laws, other legislative acts, and local 
government ordinances).

■  Establish clear mechanisms for municipal 
borrowing or the issuance of municipal bonds.

■  Develop a policy document and upgrade 
infrastructure in informal settlements.

■  Develop capital investment plans for urban 
expansion to accommodate population growth.

Regulatory regime
■  Strengthen zoning legislation to protect 

wetlands and endangered species near urban 
areas.

■  Improve spatial development and planning 
activities in all communities.

■  Deploy the national urban cadastre.
■  Improve the legal and regulatory framework for 

urban development.
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Introduction and methodology

Habitat for Humanity seeks to generate reliable and 
comparable information on the global housing policy 
environment. The organization seeks to do so by 
collecting housing policy data in a large number of 
countries on a regular basis to determine a Housing 
Policy Index for each country.

The data are collected in Armenia in five 
sections—the Property Rights Regime, the Housing 
Finance Regime, the Housing Subsidies Regime, 
the Residential Infrastructure and the Regulatory 
Regime—and an index score was generated from the 
analyses. Although the index is yet to be published 
alongside those of other countries, the process 
already undertaken to generate data lends itself to the 
development of a narrative report.

The proposed study is a narrative report on 
the housing sector of Armenia framed around the 
methodology of Habitat for Humanity International’s 
global Housing Policy Index, which analyzes the 
current context and the policies and environment 
that affect access to adequate housing in Armenia; 
identifies the vulnerable groups in the country that 
lack access to adequate housing and determines how 
their access is affected by the five policy areas; and 
reviews the activities of government, international 
agencies and the private sector to identify good 
practices and opportunities for scaling up or 
replicating programs.

To prepare the study, the study team used the 
following methods:

■  Interviews with the relevant central and 
local government officials, nongovernmental 
organizations and independent experts were 
conducted based on a questionnaire initially 
developed by HFHI.

■ Ad hoc meetings with the specialists from Armenian 
ministries of Urban Development and Labor and 
Social Affairs and, and Department of Statistics 
within Government of Armenia.

■  Review of existing legislation, papers and 
publications.

■  Review of existing legislation on real estate, 
particularly in housing.

■  Review of publications about housing in 
Armenia.

■  Review of other papers available on the Internet 
about housing in Armenia.

Data collection: Ministry of Urban Development, 
Department of Statistics, Central Bank of Armenia, 
International Financial Corp., Armenian Credit 
Reporting Agency and the Internet.

The study team drafted each section and sent it 
to an editorial committee for review and comments. 
Meetings were held with some members of the editorial 
committee to discuss comments of the committee. 
Based on the comments and meetings, a final draft was 
prepared.

Data as of December 31 2009, since some changes has been taken place in 2010.



Armenia Housing Study10

Background information  
on the Republic of Armenia
The Republic of Armenia is a landlocked country 
in the South Caucasus. The territory of the republic 
is 29,740 square kilometers. The population is 3.23 
million.1 The official language is Armenian; the 
capital city is Yerevan. On Sept. 21, 1991, based 
on the results of a referendum, the parliament 
announced the independence of the republic from 
the Soviet Union.

Political structure: Based on the constitution, 
the Republic of Armenia is a sovereign, democratic, 
social, rule of law state. The constitution was 
adopted July 5, 1995, through a popular referendum 
and was amended Nov. 27, 2005. The president is the 
head of state and is the guarantor of the country’s 
sovereignty, territorial integrity and security. The 
president is elected for a five-year term of office. 
Executive power is exercised by the government, 
which is composed of prime minister and ministers. 
The single-chambered National Assembly is 
the supreme legislative authority. The National 
Assembly is elected through general elections for a 
term of five years. Justice is administered solely by 
the courts in accordance with the constitution and 
the laws.2

Economy: Like other states of the former Soviet 
Union, Armenia’s economy suffers from the legacy 

Context analysis

of a centrally planned economy and the breakdown 
of former Soviet trading patterns. Nevertheless, 
the government was able to make wide-ranging 
economic reforms that paid off in dramatically lower 
inflation and steady growth. Armenia had strong 
economic growth beginning in 1995, building on 
the turnaround that began the previous year, and 
inflation has been negligible for the past several 
years. This economic progress has earned Armenia 
increasing support from international institutions 
such as the International Monetary Fund, the World 
Bank and the European Bank for Reconstruction 
and Development, targeted at reducing the budget 
deficit; stabilizing the currency; developing private 
businesses; helping the energy, agriculture, food 
processing, transportation and health and education 
sectors; and assisting ongoing rehabilitation in the 
earthquake zone. One of the main sources of foreign 
direct investments remains the Armenian diaspora, 
which finances major parts of the reconstruction of 
infrastructure and other public projects. 

The global financial crisis also affected Armenia. 
Economic decline for 2009 was 14.4 percent.

Housing stock of Armenia  
before independence

Before independence, Armenia had well-organized 
housing stock and regular housing production, and 

Like other states of the former 
Soviet Union, Armenia’s 
economy suffers from the 
legacy of a centrally planned 
economy and the breakdown of 
former Soviet trading patterns. 

1. Statistical Yearbook 2008, www.armstat.am.

2. Official website of the Government of Armenia, www.gov.am.
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had set out housing management and maintenance 
mechanisms, some elements of housing finance. The 
housing sector was tightly controlled and supported 
by the state. The housing rights of citizens were 
stipulated by the Constitution of 1977 and by the 
Housing Code adopted on Dec. 3, 1982, and enacted 
on July 1, 1983.3

In the late 1980s, the country’s housing stock 
included 750,000 units, out of which about 500,000 
were state apartments, mostly in multiapartment 
buildings. More than 250,000 (about 40 percent) 
were in private hands; most were single-family 
houses.4

■  Housing stock of Armenia before 
independence included (Annex 2):

■ Local city councils’ housing stock.
■ Village councils’ housing stock.5

■  State (central) budget-funded organizations’ 
housing stock.6

■  State self-sustaining organizations’ housing 
stock.7 

■ Public organizations’ housing stock.8

■  Housing construction cooperatives and 
housing cooperative stocks.9 

■ Housing stock owned by private individuals.

In addition, there were unauthorized or illegal 
residential houses and additions built by citizens 
before they were recognized as residential, which 
were included in the housing stock. Barracks, 
temporary residences that have a shared kitchen and 
sanitary arrangements and are, as a rule, made from 
wood and designed to last for 10 to 20 years, were 
not included in the housing stock. Holiday homes, 

sanatoriums, hotels, motels, campsites, sports and 
tourist centers, and buildings of similar institutions 
were not included in the housing stock, as they were 
planned for short-term residence or rest of citizens.10 
A special legal status was established for homes for the 
elderly. Such institutions were under the control of 
the social security authorities. Houses were included 
in the housing stock after being put into operation 
according to the established procedure.

Housing management and maintenance: The 
state housing stock was managed, maintained and 
repaired by the official state housing maintenance 
organizations, known by an acronym pronounced 
Zhek (Public Housing Management Units). Local 
Zheks were self-sustaining organizations. Zheks’ 
activities historically were financed 10 percent by 
tenant rents, 30 percent by nonresidential users 
and garages, and about 60 percent by the state 
budget. Cooperatives could contract local Zheks 
for maintenance. Single-family house dwellers 
maintained their units at their expense.

Housing finance: Long-term housing loans in 
Armenia were historically available by two banks— 
Armeconombank (formerly Housing-Social Bank) 
and Sberbank (Saving Banks)—which were both 
controlled by the state. The existing system of long-
term crediting was first oriented to crediting of new 
housing construction (individual or cooperative) and 
not purchasing of existing housing (resales). Citizens 
with low incomes or employed by state organizations 
were eligible to receive loans. Loans were in the 
amount of 20,000 rubles with a 25- to 50-year 
maturity period. Interest rates were fixed and very 
low (from 5 to 12.5 percent) and were not adjusted 

3. Tigran Janoyan, et al. “Transformation of the Housing 

Rights in Armenia: 1988–2002 - A Survey of legislation 

and Practice.” 

4. Steven Anlian and Irina Vanyan. “An Overview of Arme-

nia’s Reform: Housing and Urban Development Policy, 

1989–1995” 

5. Such as belonging to the state departmental, ministerial, 

enterprises and other organizations. By the government 

executive action of 1987, this housing was supposed to be 

transferred to the city or village council’s jurisdiction by 

1993.

6. In some cases received funding from state budget for 

employee housing.

7. Trade and professional unions, parties. The main sources 

of funding for such housing were membership fees and 

operational subsidies from the central budget.

8. This stock was established in the early 1960s. Its share in 

total housing stock was 5 percent. main eligibility criteria 

for this category of housing stock were housing need, 

membership in cooperative, 30 percent down payment to 

State Savings bank and 70 percent paid over 20-25 years 

loaned by state economic banks with 0.5–12.5 percent 

interest rate.

9. In Yerevan, 20 percent of housing stock—but more than 

half in square meters—mostly rural and some urban.

10. It is reported that about one in four Yerevan families have 

a second home/dacha: small building lots for the citizens, 

usually distributed through their workplace. There were 

75,000 such housing units among Yerevan households 

only.
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for inflation. Loans were not secured by collateral. A 
mechanism existed to annul the transaction in case of 
default, but in reality it was seldom executed.

Housing rights of citizens: Citizens had, among 
other constitutional rights, the right to receive 
housing in multiunit buildings of the state or public 
housing stock or to become shareholders in building 
cooperative houses. Citizens also could own a house 
or parts of a house with personal ownership rights. 
The government could establish privileged conditions 
for disabled veterans of World War II, the families 
of lost or missing soldiers and people given the 
same status, and people identified by the Ministry 
of Health needing improved housing conditions 
because of illness. Citizens working in the enterprises, 
institutions or organizations of another residential 
site had the right to be registered and to be allocated 
housing based on employment. The waiting lists of 
citizens in need of improved housing were made 
public and were subject to regular adjustments.

The established housing space quota for each 
person was 9 square meters. Allocation of housing in 
dilapidated houses, those in emergency conditions, 
in barracks, in basements and in other uninhabitable 
structures, as well as in houses that were subject to 
demolition or major repairs, were prohibited. One 
of the most significant rights granted to a tenant by 
the housing legislation was the right to exchange the 
housing he or she occupied with the housing occupied 
by others. In general, exchange of housing was 
executed on the basis of a civil agreement. A voluntary 
consent of every family member of legal age presented 
in writing was an important condition.

A family stands in the hallway in front of their small apart-
ment in a dilapidated Soviet-era building in Karakert.
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Housing situation before the collapse of 
the Soviet Union: By the late 1980s, Armenia 
had been experiencing a production decline in 
the housing sector. Two events largely influenced 
the worsening of Armenia’s housing situation: a 
conflict over Nagorno Karabagh, which forced the 
influx of an estimated 350,000 refugees from 1988 
to 1992, and, in 1988, a devastating earthquake in 
the northern regions of Armenia, which rendered 
about 17 percent of Armenia’s housing stock 
uninhabitable.11 Among other major problems was 
deterioration of the housing stock.

In the mid-1980s there was 2 percent growth in 
housing production annually, but by the end of the 
1980s it had decreased. It increased again from 1989 
to 1991(because of the massive housing construction 
by the former Soviet republics in the earthquake 
zone). Right after independence, housing production 
decreased drastically (Annex 3).

The 60 percent of housing units belonged to the 
tenants renting apartments from the state housing 
stock. Citizens paid housing rents based on artificially 
reduced prices for communal services and assumed 
no responsibility for the maintenance of common 
areas of apartment buildings. Payments by residents 
for communal services partially covered maintenance 
costs. Providing funding from other sources such as 
the state budget was becoming increasingly difficult 
because main budget funds were directed to address 
the consequences of the earthquake and the Nagorno 
Karabagh conflict.

Housing situation after independence 
Housing privatization: The aforementioned 

11. Steven Anlian and Irina Vanyan. “An Overview of Arme-

nia’s Reform: Housing and Urban Development Policy, 

1989-1995.” 

12. “Transformation of the Housing Rights in Armenia: 

1988–2002 - A Survey of legislation and Practice.”

challenges forced the central governments to 
undertake reforms in the housing sector. The first 
reform was Resolution 272, “On Selling Apartments 
of the State and Public Housing Stock to Citizens 
as Personal Property,” adopted by the government 
on June 13, 1989, to offer state-owned apartments 
for sale to tenants based on officially established 
cadastre value12 beginning July 1, 1989. In the course 
of four years (1989-93) 40,000 out of 500,000 state 
apartments, 8 percent, were transferred by title to the 
private sector.
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The reformation in the housing sector continued 
more intensively after the independence of Armenia 
in September 1991. In September 1993, a new “Law 
of the RoA about Privatization of State and Public 
Housing” began to operate. Upon enactment of 
the law, the aforementioned 1989 resolution was 
recognized as invalid. The free privatization option 
was chosen. According to statistics from the Ministry 
of Urban Development, 381,000 households have 
applied to privatize their apartments.13

The privatization of the housing stock lasted up 
to Dec. 31, 1998. In 2000, based on the amendment 
to the aforementioned law, the privatization was 
allowed to continue without any time restrictions. 
As a result of this reform, 96 percent of the republic’s 
housing stock was privatized by 2000 (Annex 4).

Apartment building management and 
maintenance: The next housing privatization 
reform concerned the establishment of 
condominiums, which had not previously existed in 
the republic. As a first step, in 1995 the government 
decided to support the formation of condominiums 
as a means for providing for the management of 
apartment buildings where at least 50 percent of 
the units were privately owned. Some communities 
responded to the government’s initiative, but in 
most of the regions of Armenia, condominiums 
were not established. Further reform was boosted 
by the adoption of laws on condominiums in 1996, 
then on apartment building management and a new 
law on condominiums in 2000. Reforms broadened 
the options for apartment building management by 
introducing, apart from condominiums, the options 
of authorized managers (proxy managers) designated 

by owners and a trustee manager’s institute through 
delegation of owner’s management and maintenance 
responsibilities.

But the transformation to the new management 
system still is not going smoothly. Reportedly, 
only 20 percent of registered condominium 
associations are effective. Most owners do not accept 
responsibility for the common property of their 
buildings. There is lack of resources, poor service 
provision and lack of competition, nonpayment of 
apartment service fees by local governments, lack of 
knowledge and information by building residents, 
and a low level of managerial skills by management 
bodies.

Single-family housing stock: Given significant 
difficulties in the provision and maintenance of 
multiapartment housing stock after independence, 
single-family housing stock was not paid due 
attention. Until November 1996, with the 
establishment of local governing authorities, the 
management of the use and maintenance of the 
individual housing stock partially was carried out by 
the Armenian government, the executive committees 
of the local Soviets of People’s Deputies, ministries, 
and relevant departments. Land then was considered 
the exceptional ownership of the state and provided 
only by the gratitude use right. After independence, 
the maintenance of single-family houses was the 
responsibility of the owners. Part of single-family 
housing stock, especially in the center of Yerevan, 
was demolished because of the availability of state-
dominant interest from the urban development 
perspective.

Refugee issues: The Nagorno Karabagh conflict 
resulted in the influx of an estimated 350,000 
refugees in Armenia. Since 1994, because of funding 
from the United Nations High Commissioner for 
Refugees, the Swiss Agency of Development and 
Cooperation, and the Norwegian Refugee Council, 
more than 4,300 refugee households have received 
shelter (Annex 5) in apartment buildings or single-
family housing. In further meeting the housing 
needs of refugees in Armenia, international donors 
and the Armenian government currently consider 
certain refugee groups a priority, namely those 
who are living in collective centers and metallic 
containers called domics. Based on recent estimates, 
about 3,400 refugee households fall under this 
category.

Earthquake zone recovery efforts: A number 
of laws and regulations were adopted to coordinate 
and make activities in the earthquake zone 
comprehensive. Conditioned by an extremely tight 
budget, the government also involved international 
donors in the recovery. In early 1994, the World 
Bank approved the first credit (US$28 million) 
requiring the residents to incur 25 percent of the 
average per-unit incremental cost of completing 
unfinished structures started after the earthquake. 
New housing projects for the earthquake-displaced 
have been introduced since 1999 by the Lincy 
Foundation, USAID, the All Armenian Fund and the 
Huntsman family. As a result, the housing needs of 
earthquake-displaced households were significantly 
reduced.

13. Peter A. Tatian. “Framework for the Housing Policy in the 

Armenia Earthquake zone,” The Urban Institute, 2002.
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Housing finance: Beginning in 1992, the 
magnitude of investment in housing construction 
was significantly reduced, causing a sharp decrease 
in new construction. Since 1992, there have been 
no state credits to individual citizens. The only 
exceptions were credits to the victims of the 
earthquake: up to 30,000 rubles financed from 
the USSR central budget.14 However, in practice, 
few individual credit programs were actually used 
because of the collapse of the Soviet Union.

In 1995, the Parliament adopted the Law on 
Mortgage (annulled after the RoA Civil Code was 
established) aimed at creating a credible system of 
housing finance using tested financing models of the 
Commonwealth of Independent States. The housing 
finance market became active by October 1999 and 
then real estate prices went down. Until the early 
2000s, the housing finance system was dysfunctional 
both in terms of public and private system 
involvement. In early 200115, commercial banks 
gradually started allocating mortgage loans, although 
the mortgage portfolio of banks was very small and 
conditions, especially for physical entities, were rigid: 
strict eligibility criteria, low maturity period and 
very high interest rates. Loans mostly were allocated 
for housing purchase and renovation. Mortgage 
mechanisms were further tested by the USAID/Urban 
Institute Housing Purchase Certificates Program 
(in 2003–04)16 and applied by Habitat for Humanity 
International. Since 2000, HFHI’s Armenia office has 
been providing affordable loans with a long-term 
maturity period (up to 20 years) for construction 
and renovation of poverty housing. In 2008, the 
organization launched the first phase of a US$3.7 
million new housing loan fund, which will allow 
for significant scaling of Habitat’s construction and 

renovation lending programs. Nearly 1,200 families 
are expected to be served by the program in its first 
two years.17

Further developments in the field of housing 
finance in Armenia included a drastic increase 
in housing production by the private sector. 
Commercial banks started providing loans for 
housing production, and international donors 
started playing a larger role in the development 
of the housing finance sector. In 2004–05, under 
the funding of the German Kreditanstalt für 
Wiederaufbau bank, the Urban Institute, Bank 
Academie International (Germany) and the 
Urban Foundation for Sustainable Development, 
Armenia, a feasibility study was carried out on 
the development of the housing finance market in 
Armenia, and in 2006 a project began to refinance 
the mortgage loan portfolios of commercial banks. 
However, because of the global financial crisis, 
private-sector crediting was actually stopped, and 
the portfolio of banks decreased. To prevent the 
drastic fall of the development pace in the field of 
housing finance, the government encouraged private 
developers to take loans from the commercial banks 
under state guarantee. The measure was undertaken 
to support the huge volume of unfinished 
construction, mostly in Yerevan, and started the 
construction of residential buildings for earthquake-
displaced households.

Housing production: During the initial years 
of transition, 1989–92, all residential construction 
activity was under central state funding. Starting 
in 1994, many state construction firms were 
privatized. In state enterprises, employees received 
an ownership share with a plan to take over whole 

ownership over time. In 1995, the central, state-run 
construction industry folded. Beginning in 1994, 
the share of international donor organizations—
the World Bank, Lincy Foundation, etc.—became 
dominant in housing production, including the 
reinforcement of apartments. Those activities were 
carried out predominantly in the earthquake zone. 
The government of Armenia was able to produce only 
a handful of buildings. In the early 2000s, because 
of the private-sector activity (mainly in Yerevan), 
involvement in housing production increased 
considerably. Currently, the volume of housing 
construction is decreasing because of the global 
financial crisis.

Housing markets: There were few market 
transactions annually. Most transactions were done 
informally, and professional real estate agencies 
were involved in fewer than 30 percent of market 
transactions.18 The number of market transactions in 
the earthquake zone was relatively high, stimulated 
by the USAID and government housing voucher 
program.

14. Steven Anlian and Irina Vanyan. “An Overview of Armenia’s 

reform: Housing and Urban Development Policy, 1989-

1995.” 

15. RoA State Committee of Real Estate Cadastre.

16. The program grants eligible households a voucher to en-

able them to buy an apartment in the housing market and 

has boosted market transactions also outside the earth-

quake zone.

17. Habitat.org.

18. United nations. “Country Profile on the Housing Sector: 

Armenia,” new York and Geneva, 2004. 
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The price of housing in Armenia differs from region 
to region. While on average 1 square meter of gross 
residential area had a market value of US$80 to US$90, 
it costs approximately US$600 in Yerevan. Because 
of the aforementioned housing voucher program and 
construction by donors (mainly the Lincy Foundation), 
prices for houses increased in the earthquake zone. 
According to the State Committee of Real Estate 
Cadastre, after the decline of prices between 1999 and 
2001, housing prices and transactions have consistently 
increased from 2001 to 2007 (Annex 6). In Yerevan 
in particular, the prices drastically increased after 
the construction boom starting in the early 2000s. 
However, SCREC reports that as of the first quarter 
of 2009, the real estate transactions decreased by 14 
percent and 20 percent compared with the first and 
second quarters of 2008. The analysis of price indexes 
shows that the prices for housing per square meter fell 
by about 16 percent by taking into account the more 
than 20 percent of depreciation of Armenian Dram 
(AMD) against foreign currencies, particularly the U.S. 
dollar in March 2009.

Rental market: The rental market is relatively small, 
given the large number of apartment units that were 
privatized. The largest category of rental units is that 
which is currently being transferred to local governments 
(approximately 4 percent of the apartment stock). The 
private rental market is very small and concentrated in 
Yerevan. Rents in the private market in the early 2000s 
varied from US$50 per month at the low end to US$250 
to US$400 per month at the top end. The latter were 
mainly flats rented out to companies or expatriates. There 
is no rent control. Landlords set the rents themselves, and 
most private leases are concluded informally, without 
notarization and state registration.19

Condition of current  
housing stock in Armenia
“During the past decade, Armenia has become 
a ‘nation of homeowners,’ with 96 percent of 
the housing stock being privately owned today. 
Privatization was accompanied by changes in the 
institutional and legal framework. New institutions, 
governmental, private and international have 
become an integral part of the housing sector, and 
the legal basis for private ownership has been created 
by the introduction of a number of laws aimed at 
providing a framework for the management of the 
newly privatized housing stock.”20

Total housing stock and housing supply: As 
of Jan. 1, 2009, the total surface of Armenia’s housing 
stock amounts to 84,985,200 square meters, of which 
52.6 percent is in urban areas and 47.4 percent is in 
rural areas. Table in Annex 7 provides an overview 
of the distribution of the housing stock among 
Armenia’s 10 regions (marzes) and Yerevan as well as 
between urban and rural areas.

Housing types: The housing stock of Armenia 
is divided into apartment and single-family 
housing stock located in urban and rural areas. 
This breakdown is provided in Annex 8, which also 
indicates the comparison between total numbers of 
housing units in 1989 and 2009.

Single-family homes represent about 48 percent 
of the total housing stock—most are in rural areas— 
and apartments represent about 52 percent. The 
typical apartment building is 30 to 50 years old, an 
age when serious repairs are necessary (Annex 9).

It is interesting to note that the housing 
supply in Armenia measured in housing units 
has increased significantly during the past five 
years (Annex 10). The main reasons are increasing 
housing production by the private sector (mainly 
in Yerevan) and international donors (mainly in 
the earthquake zone) and the gradual “legalization” 
of illegal or semilegal housing, in particular 
through legislation that regularizes existing 
housing and through the low rates of removal 
of  inadequate or damaged housing from the 
existing stock. In 2001, only 18,000 square meters 
or 0.3 percent of housing was taken out of the 
stock because it was inadequate. International 
averages, however, suggest that a country needs 
to replace between 1 and 2 percent of its housing 
stock annually to maintain existing standards. 
Given the predominance of poorly maintained 
high-rise prefabricated structures in Armenia, this 
proportion should be considerably higher.21

To date, according to the Ministry of Urban 
Development, the number of unsheltered 
households and households in need of improved 
housing conditions in Armenia is about 66,023 
(8.4 percent of Armenia’s permanent population), 
out of which 30,000 (3.8 percent of the permanent 

19. United nations. “Country Profile on the Housing 

Sector: Armenia,” new York and Geneva, 2004. 

20. Ibid.

21. Ibid.
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population), are unsheltered (Annex 11) and live in 
domics—temporary metallic containers or wooden 
or stone structures—in public assets or in other 
temporary shelter.

Vulnerable groups in Armenia  
lacking access to decent housing

Housing projects supported by the state: 
There is no government strategy to deal with the 
housing issues of vulnerable groups. Armenia’s 
Ministry of Urban Development had been 
implementing ad hoc projects for vulnerable groups 
based on different laws and government decisions. 
There are 15 such projects, part of which have 
already been completed by the ministry. Most of 
the projects are ongoing. As of Jan. 1, 2009, the 
total number of vulnerable families involved in 
the aforementioned 15 projects was 33,730, out of 
which 19,863 received housing. The remaining need, 
according to official data provided by the Ministry 
of Urban Development as of Jan. 1, 2009, is 14,723 
(Annex 12). The government is updating the list of 
beneficiaries annually.

Based on the government projects, the vulnerable 
groups in Armenia lacking access to decent housing 
are:

■  Residents of multiunit buildings subject to 
demolition.

■  Residents deprived of housing because of the 
taking of a land plot for state and community 
needs.

■ Residents of houses near the state border. 
■  Internally displaced persons from Artsvashen 

village.

■  1988 and 1997 earthquake-displaced 
households.

■  Refugees displaced from Azerbaijan from 
1988 to 1992.

■  Residents living in the wooden houses in the 
village of Lernadzor, Syunik Region.

■  Residents of houses in zones susceptible to 
landslides and falling stone.

■ Children remaining without parental care.
■ Families of killed soldiers.
■ Repressed families.

In the government action plan for 2009-12 
(which can be viewed as Armenia’s sustainable 
development strategy), special attention is paid 
to housing projects for socially vulnerable groups 
(Annex 13), which, according to the government, 
are:

■  Earthquake-displaced households in the 
earthquake zone.

■ Refugee households.
■ Children without parental care.
■ Socially vulnerable, young families.
■ People with disabilities or partial mobility.

The list of measures of the RoA Demographic 
Policy Strategy (July 9, 2009, GoAM Decision # 27 
N) includes development and implementation of 
targeted state projects on provision of affordable 
housing for young families, provision of permanent 
housing for the most vulnerable refugees, for the 
elderly, etc.

Ad hoc housing projects for young families 
include the government of Armenia’s Jan. 29, 
2010, approval of Decision No98-N “Affordable 

Apartments for Young Families,” which states main 
rules and criteria for young families in acquiring a 
dwelling. According to preliminary data, the number 
of potential participants in the program equaled 300 
young families for 2010.
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The property rights regime

Property registration, placing property into civil 
circulation, the provision of high transferability of 
real estate, and the establishment of mechanisms for 
the protection of property rights guaranteed by the 
constitution are the main responsibilities of relevant 
government agencies.

There are three aspects of the property rights 
regime: the freedom to exchange land and housing 
property without restriction, the development of 
land registration systems, and the orientation of 
the government vis-a-vis regularization of squatter 
settlements as opposed to the eviction of settlers.

The legislation of the Republic of Armenia on 
state registration of rights to property (hereinafter 
referred to as “state registration”) consists of 
Armenian laws and regulations. The two main laws 
in this sphere were put into force in 1999 (the RoA 
Civil Code, January 1999, and the RoA law “On State 
Registration of Rights to the Property,” April 1999).  
The RoA law “On State Registration of Rights to the 
Property” regulates the state registration of rights to 
property and the activity of the system implementing 
the state registration, and includes rights and 
encumbrances to the property, subject to state 
registration, irrespective of the form of ownership, in 
addition to rights to personal property.

Securing property rights and increasing the 
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efficiency of property markets are the priorities for 
the Armenian government. Nevertheless, private 
property rights are not absolute. The state can define 
and limit these rights through, inter alia, zoning 
restrictions, taxation or compulsory acquisition for 
public use.

The overall aim of the Armenian government to 
develop property rights registration is:

■  To promote private-sector development by 
implementing a transparent, easily accessible 
and reliable registration system for land and 
other immovable property.

■  To provide a chronological record of property 
owners and their rights and obligations.

■  To reduce the transaction costs of title 
transfers and mortgage financing.

■  To reduce the number of procedures and 
amount of time to register property.

The general principles of state registration in 
Armenia are:

■  State protection of registered rights to 
property.

■  Accessibility and objectiveness in updating 
and centralizing cadastral data. 

The state registration of rights to the property is 
implemented by the system of state unified cadastre 
of real estate, which consists of the national body 
within the government of Armenia and its territorial 

subdivisions. 

The objects of state registration are the rights 
of ownership and use, mortgage, hypothec, 
construction, claim of assignment, servitude to the 
property subject to state registration as set in the 
law, in addition to other rights, their origination, 
conveyance, modification and termination in cases 
stipulated by law. The subjects of state registration 
are the Republic of Armenia, its communities, 
citizens, physical and legal persons, foreign states 
and international organizations, foreign legals and 
people with no citizenship. 

All citizens of Armenia have equal land and 
other property rights. They can jointly own the land 
or other real estate. Property acquired by spouses 
during marriage is in their joint ownership, unless it 
is provided as a gift or inheritance or belonged to the 
spouse before entry into marriage.

All physical and legal individuals shall be 
informed about the registered rights to the real 
property regardless of their awareness of the 
respective rights.

State ownership of land and housing has been 
problematic. Housing investment incentives by 
public authorities have usually been unrelated to 
demand, consumer preferences or willingness to pay.

Common (or group) ownership rights to land 
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and housing are also problematic. The rules usually 
preclude individuals from selling their shares of 
these rights freely to others. Individuals lose some 
or all of these rights upon leaving the group, and 
they are thus constrained in their mobility. Urban 
housing cooperatives in Armenia, for example, have 
often failed to institute effective policing measures to 
force recalcitrant members to pay their dues.

A new type of right was added to the rights of 
nonowners: the right of construction, which was 
vaguely defined in Article 204.1 of the RoA Civil 
Code, giving way to different interpretations. The 
right of construction can be provided for 99 years 
based on the contract, which does not derive from 
the interest of the owner of the land plot. Moreover, 
Article 209 of the RoA Civil Code requires that when 
transferring the ownership right to the building or 
structure on the plot belonging to the owner, the 
part of the plot occupied by the building or structure 
should also be alienated, and the rights necessary 
for using and maintaining the building should be 
transferred. It turns out that the right of construction, 
within a very short period, can be transformed to 
the ownership rights of the real estate (it also means 
the land, which may belong either to the state or to 
the community). In general, there are contradictions 
within all legislation connected with the right of 
construction and the consequences of its application.

Armenia has a unified cadastral system. All rights 
and transactions related to real estate property are 
a subject of state registration in the same cadastral 
departments. Rights to the property shall be considered 
registered from the moment of registration. Rights 
originating from real estate transactions, such as the 

right of ownership, right of use, mortgage, hypothec, 
servitude, other encumbrances, rights to personal 
property, and other rights stipulated by law shall be 
subject to state registration within 30 days of the 
transaction.

Registered rights, including mortgage and 
hypothec, have priority over rights submitted within 
the determined period but not registered.

Immediately after the state registration of rights 
to the real estate, a certificate stating the registration 
of ownership (use) and the right to the real estate is 
issued.

The increased value of properties is in large 
measure attributable to public actions in service 
provisions, to actions by other citizens to enhance 
the property values of the neighborhood, and to the 

growth and development of the community at large, 
all of which lead to increased demand for properties. 
Property owners cannot, therefore, claim the right to 
appropriate all the surplus value of their property, and 
part of this surplus can and should be taxed to cover 
the cost of public improvements. Issues of property 
taxation will be analyzed in more detail and shall 
be applicable for all kinds of property in relevance 
with the market value of property (In Armenia, there 
are two laws regulating property taxation: the law 
“On Property Tax” and the law “On Land Tax.” Now 
government is going to combine these two laws and 
establish one unified Tax on Real Estate Property).

In 2006, the law “On Alienation of Property for 
the State or Community Needs” was adopted, which 
regulates all relationships related to the compulsory 
taking of a land parcel or the other property for 
the state or community needs. The public must 

Carpets are on display for sale at the Vernisage, a bustling market in downtown Yerevan.
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retain the right to acquire any property deemed 
necessary for public use through its power of 
eminent domain. When such a public need arises, 
property owners must sometimes part with their 
land involuntarily and receive a fair market price in 
return.

In the absence of an effective practice of 
eminent domain, public agencies cannot provide 
the infrastructure necessary for expanding cities 
or for revitalizing and upgrading established 
neighborhoods. Often, the success of slum and 
squatter upgrading projects, for example, has 
hinged on the ability of the community to negotiate 
agreements to clear sufficient right-of-way for roads 
and public facilities.

 The housing finance regime 
Supported by favorable macroeconomic conditions, 
the mortgage market in Armenia has started 
developing during recent years. However, it remains 
very small and mainly serves the more affluent 
population in the capital city of Yerevan. This makes 

The Macroeconomic Figures of the Armenian Banking System (comparing 2006-09)

    Jan. 1, 2006     Jan. 1, 2007     Jan. 1, 2008     Jan. 1, 2009    Jan. 1, 2010

% of total assets  
in GDP 

20.2 20.4 25.0 28.4 42.5

% of total loans  
in GDP 

9.4 9.5 13.6 17.7 24.6

% of total capital 
in GDP

4.2 4.5 5.3 6.5 9.1

% of total deposits 
of physical persons 
in GDP

5.4 5.4 6.3 6.4 10.7

it virtually impossible for families to own homes or 
invest in needed home improvements.

As of Jan. 1, 2010, Armenia had 22 commercial 
banks with 410 branches and 8,402 employees, with: 

■ Total capital of 286,807.5 million AMD. 
■ Total assets of 1,346,105.1 million AMD.
■ Total loans of 778,182.8 million AMD. 
■ Total liabilities of 1,059,297.6 million AMD. 
■  Total deposits of physical persons of 339,493.6 

million AMD. 
■  As of Jan. 1, 2010, there are 28 credit 

organizations in Armenia.

Lack of competition also contributes to high 
lending rates. Despite the existence of 22 commercial 
banks, certain sectors are served by only a few banks. 
Bank loans are mostly short-term, and therefore not 
conducive to productive investment. While the sector 
as a whole is liquid, well capitalized and profitable, 
there is considerable heterogeneity across banks. 
The nonbank financial sector in Armenia comprises 
insurance companies, leasing companies, credit 

unions and pawnshops. It accounts for only 3 percent 
of the total financial sector, so it does not yet play a 
meaningful role in financial intermediation.

The Armenian government has announced its 
goal and objectives in the development of housing 
finance, taking into account the development of a 
vibrant and healthy housing finance sector as an 
integral component of the financial sector. The 
key of reforms in this field is to improve housing 
conditions by promoting the development of the 
housing sector as a key economic sector in terms 
of savings, investment, production, employment 
and creation of wealth; to make homeownership 
more affordable by increasing popular access to 
mortgages; and to direct credit and find affordable 
loans to solve housing problems of low-income or 
vulnerable groups.

Central Bank of Armenia was closely involved, 
directly and indirectly, in the reforms addressed to 
the financial sector, in particular the banking sector, 
and lately the housing finance market.

The most basic policy instrument for the 
development of a vibrant housing finance regime is 
the creation of a property rights regime that makes it 
possible to own, buy, sell and mortgage houses and 
apartments, as well as to legally transfer other rights 
to the real estate property. The main question is how 
to make the property registration process and title 
transferring faster, cheaper and easier to allow lenders 
to sell loans and collaterals in a short time and in a 
legal way.
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The key regulatory instrument is an effective 
and enforceable foreclosure law that makes it 
possible to evict a homeowner who fails to meet 
contractual obligations toward the mortgage lender. 
The Civil Code has recently been amended to 
provide for a speedy foreclosure procedure, allowing 
a secured creditor to foreclose on a property without 
having to resort to a court if he has a notarized 
agreement to this effect.

Another issue is ensuring a transparent, quick, 
efficient and certain enforcement system. Currently, 
the process of enforcement is not clearly stated; 
standard and workable practices are missing; sale 
by private treaty is prohibited; court processes are 
delayed; and costs are high.

Other international organizations also are 
interested in foreclosure, enforcement and 
bankruptcy issues in Armenia and are closely 
involved in technical assistance projects to support 
the government.

A second necessary instrument is a system 
of prudential regulations to ensure the viability 
of housing finance institutions. Armenia creates 
clear objectives of such a system, highlights main 
priorities of the subject field and involves all 
authorized governmental and financial institutions 
to create necessary regulations to improve the 
housing finance regime and strengthen the housing 
finance market in the country.

These objectives are:
■  Protect the public interest from the 

consequences of fraudulent bankruptcies.

■ Foster growth and diversification.
■  Ensure the financial integrity of housing 

finance institutions.
■  Establish conditions for the safety of 

depositors.
■  Restrict conflict of interest and ensure proper 

management of risks. (Central Bank of 
Armenia adopted a few regulations related 
to the asset/loan classification and the 
bankruptcy procedures of banks.)

■  Develop norms for portfolio structure, 
the supervision of financial management, 
accounting, auditing and reporting: Central 
Bank of Armenia approved new resolutions 
on the creation of the credit registry, an 
information system on creditworthiness of 
customers of banks, credit institutions and 
foreign banks’ branches operating in Armenia. 
The creation of a credit registry is aimed at 
reducing the credit risk for banks and credit 
institutions, while making sure that such 
an information system would help identify 
nondiligent borrowers.

Existing legislation confers on the Central 
Bank of Armenia comprehensive powers for 
intervening and resolving banks’ problems. 
CBA has strengthened its capacity to address the 
banking crisis by expanding the range of eligible 
collateral for emergency liquidity assistance. CBA 
has also formalized a mechanism to support the 
recapitalization of banks through a subordinated 
debt facility matching bank shareholders’ capital 
injections. It also introduced a temporary loan 
facility to expedite mergers and acquisitions. The 
CBA is securing public resources for this purpose 

and considering requesting technical assistance to 
further strengthen contingency planning and crisis 
preparedness.

Such practices assess and account for all the 
risks associated with mortgage lending, including 
inflation risk, default risk or risks that houses are 
damaged or destroyed, and cover such risks by 
settling appropriate interest rates or by the design of 
specific mortgage instruments.

A third group of regulatory instruments often 
found in housing finance regimes are restrictions 
that aim at rationing credit by:

■  Limiting mortgage lending to specific types of 
housing.

The key of reforms 
in this field is to 
improve housing 
conditions by 
promoting the 
development of the 
housing sector as a 
key economic sector.
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■  Limiting lending to specific segments of the 
population.

■  Placing ceilings on deposit and mortgage 
interest rates. 

While some of these restrictions may be well-
meaning and others purely discriminatory, together 
they tend to distort lending patterns, depress the 
development of a healthy housing finance sector, and 
could bring about the collapse of housing finance 
institutions.

The approach of the government was to establish 
the same “rule of game” and increase the long-term 
supply for mortgage lending. This approach will 
improve the supply of housing credit, decreasing the 
mismatch of the “demand-supply” relation. Most 
importantly, it will facilitate access to these loans for 
mid- to lower-income social groups, making housing 
credit more affordable for the public.

The housing subsidies regime
The issue of housing subsidies is very 
important, and the housing subsidies 
regime is inherently political.

These subsidies are just a part of a wide range of 
subsidies and taxes that together form the budgets of 
central/regional and municipal governments.

Share of housing subsidies in the state 
budget: In analyzing the state budget of Armenia 
for the past 10 years, it can be stated that a number 
of programs have been successfully implemented by 
the government and donor organizations to solve 
housing problems of households displaced by the 

1988 Spitak and 1997 Noyemberyan earthquakes; 
refugees deported as a consequence of military actions 
over Nagorno Karabagh; households next to the state 
border of Armenia that were bombarded during the 
aforementioned conflict in 1992-93; and households 
situated in the most dangerous landslide zones.

The Armenian government is trying to specify 
state housing and fiscal policy and its obligations 
related to the vulnerable groups and to allocate 
money from its budget to address the housing needs 
of those groups, such as households receiving the 
status of unsheltered because of the taking of land 
for state and public needs or households in damaged 
or condemned apartment buildings.

Targeted housing subsidies for low-income 
households: In general, social programs for 
housing provisions by the state are implemented 
under certain circumstances conditioned by the 
necessity to address natural and man-made disasters 
and their immediate consequences. The Armenian 
government has not adopted a long-term strategy 
supported by the state budget for registration, 
needs assessment and application of efficient 
mechanisms for the provision of housing for the 
socially vulnerable. According to the 2009 Statistical-
Analytical Report on the social picture of poverty 
in Armenia (Annex 14), one-third of Armenia’s 
population lives below the poverty line, but there is no 
clear approach that targets housing subsidies toward 
low-income households.

Armenia has no special housing ministry. 
There is a housing-communal department at 
the Ministry of Urban Development, which is 

involved in policy-making issues in addition to 
the implementation of various housing subsidy 
projects financed by state budgets or other donor 
organizations.

Recently, some municipalities have built social 
housing with primary help and financing of 
international donor organizations. Apartments in 
these buildings were allocated to socially vulnerable 
people, especially refugees and the elderly. 
Municipalities are going to manage this social 
housing stock.

All housing subsidy projects implemented 
in Armenia are directed toward beneficiaries, 
rather than producers of housing. Each project 
goal requires a different subsidy and tax regime, 
which is not clear in the current housing subsidy 
environment.

Reduction of subsidy cost per household: 
The government does not have a clear approach or 
planned activities on reducing subsidy costs per 
household.

There are a number of specific criteria for 
determining whether housing subsidies are effective 
and efficient in meeting housing policy goals. The 
government will take a closer look at particular 
types of subsidies and attempt to determine, 
from the available evidence, which ones are more 
enabling. Keeping in mind the principle of reducing 
subsidy cost per household, the government should 
understand whether subsidies lead to significant 
housing improvement. Do they increase housing 
affordability, the stock of housing units, access to 
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housing finance and access to homeownership? 
Do they improve living conditions in low-income 
communities and ensure adequate variety in the 
housing stock? For example, significant physical 
improvements in any segment of the low-income 
housing stock may lead to increased rents and thus 
to reduced affordability.

In implementing different types of joint housing 
projects with international donors through housing 
purchase certificates, new construction, renovation of 
old or unfinished buildings, subsidies or allowances 
for affordable housing rent, etc., the main criterion 
was to demonstrate effectiveness of the suggested 
subsidy types compared with other housing solutions. 
The Armenian government does not have clearly 
established mechanisms for periodic monitoring and 
evaluation of various housing solutions, including 
state subsidies.

The coupling of subsidies to loans: What is 
better: state support in the form of direct housing 
subsidies, or to support redistributive social welfare 
programs that improve people’s ability to pay for 
housing, because it is in their best long-term interest 
and in the public interest? The government has 
limited subsidy resources, which is not enough to 
solve all housing problems of the homeless and 
other vulnerable people. Inadequate housing is thus 
a source of poverty, and a consequence of it. The 
government is engaged in housing finance, and 
housing subsidies market development projects, 
keeping in mind poverty reduction challenges. The 
interest rates of mortgage loans were very high, but 
after the creation of a new National Mortgage Co., 
which is a refinancing company, interest rates in the A crumbling Soviet-era apartment building.  
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mortgage market have stabilized and tend to decrease. 
Making mortgage loans available for low- and middle-
income families and implementing projects aimed at 
increasing affordability for people in housing need 
are the government’s priorities. Unfortunately, no 
real actions have been taken to formalize a housing 
subsidies regime in the country.

Transparency of the housing subsidy 
system: Lack of awareness, transparency and 
accountability are still issues in all sectors of 
Armenia, including housing. The government 
needs to establish rules, criteria and principles for 
those who are in target groups for state housing 
subsidies. There is a draft law “On Housing Provision 
of Socially Vulnerable People,” but it has not been 
approved and enforced.

Does the Armenian government clarify housing 
policy goals itself and concretize the housing 
subsidies regime to achieve targeted results, or does 
it specify the ways in which housing subsidies can be 
legal, understandable and transparent? These are the 
main questions for the government in its fiscal and 
housing policy agenda.

Residential infrastructure
Utilities: 

■ Water and wastewater: Water and 
wastewater services, by legislation, are community-
owned.22 Likewise, they own the assets—equipment, 
pipes and other infrastructure—of both the water 
supply and wastewater system, but many of them 
transferred management responsibilities to the 
Armenian Water Sewage Closed Joint Stock Co.

The government engaged the private sector 
in Yerevan: In 2006, a 10-year lease contract was 
awarded to the French company Generale de Eaux 
(Veolia water). The company established the new 
“Yerevan Djur” (Yerevan Water) Closed Joint 
Stock Co. The government has also put its second-
largest water utility, AWSC, on the same path as 
Yerevan. In 2004, the French company Saur was 
awarded the management contract under the World 
Bank loan. Both lease and management contracts 
are centralized. But there is decentralized water 
management in Shirak, Lori and Armavir Marzes, 
with management provided by companies owned 
jointly by German company Kreditanstalt für 
Wiederaufbau and the government.

Veolia is providing services for Yerevan and 
28 adjacent villages, which is about 50 percent of 
the population. AWSC/Saur is providing service 
for 22 percent of the population in most regions 
of Armenia. In Lori and Shirak regions, service 
is provided by Lori and Shirak CJSC; in Armavir 
Marz, by “Akunk” CJSC. All three companies are 
managed jointly by the state AWSC and Kreditanstalt 
für Wiederaufbau. Fifty-one percent of stakes are 
possessed by the government, and 49 percent by 
communities. About 600 communities, including the 
cities of Kajaran and Nor Hachn, provide water and 
wastewater management on their own. 23

■ Solid waste management: About 85 
percent of the total volume of municipal solid 
waste consists of household wastes; the rest is 
nonhazardous industrial waste. 24 The Ministry of 
Nature Protection makes state policy and strategy 
on waste issues. Solid waste management is a 

mandatory responsibility of the Armenian local 
governments, spelled out by law.

Most municipalities in Armenia do not have 
sufficient human, technical and financial capacities to 
address solid waste management issues. There is no 
strategic approach to the issue. Fee collection rates are 
low and do not cover the cost of services. In most cases, 
garbage collection tariffs are set without any economic 
justification. In many cities, garbage companies do not 
have service provision contracts with residents and 
legal entities. Cities have poor policies to cooperate 
with citizens in organizing solid waste management 
services. There is no law on solid waste management. 
Cities do not have the necessary infrastructure to 
provide quality services. In nearly all cities, landfills do 
not meet minimum standards and recycling practices 
do not exist.

22. Water supply and wastewater service is in the list of 

mandatory functions. The head of a community, according 

to article n 38 of the law “On local Government,” should 

“organize and administer exploitation of intercommunity 

communication lines, water/sewage/irrigation/heating and 

other structural networks.” 

23. “The Role of the Government to Facilitate the Develop-

ment of Decentralized Water Supply and Sanitation Servic-

es: the Case of Armenia,” focus on financial department, 

OECD, Institute of Urban Economics, Urban Foundation 

for Sustainable Development, 2005.

24. “Chapters 20–22: Environmentally sound management of 

hazardous, solid, and radioactive waste in Johannesburg 

Summit,” Armenia country profile, United nations, 2002.
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The government is trying to address the issue 
with the help of the international donor community 
and the private sector. In 2009, the German company 
Fichtner conducted a study25 to evaluate the current 
solid waste management system of Yerevan, assessing 
waste disposal options, advising and assisting with 
respect to legislation and regulations, identifying 
the options for private-sector participation in the 
financing and operation of the solid waste system, 
etc. The USAID Local Government Program works 
closely with more than 30 cities to improve solid waste 
management services through technical assistance for 
developing solid waste strategic plans, by providing 
garbage trucks, billing and collection software and 
improving public relations. The European Union 
supports about 19 urban and rural communities of the 
Ararat region to establish intercommunity landfill and 
plans to introduce waste separation in the region. The 
European Bank for Reconstruction and Development 
is piloting the creation of an intercommunity sanitary 
landfill in the Kotayk region, and a small recycling 
workshop started its operation in Vanadzor.

■ Telecommunication: Currently, the 
telecommunications system is 100 percent privately 
owned and undergoing modernization and 
expansion. There are three telephone companies 
in Armenia: Russian Beeline, VivaCell-MTS and 
French Orange-Armenia. Russian Beeline holds all 
fixed-line and 30 percent of cellular networks, with 
650,000 stationary telephone users and more than 
500,000 mobile subscribers. VivaCell-MTS holds 70 
percent of cellular networks and has about 2 million 
mobile subscribers. French Orange-Armenia, owned 
by France Telecom Group, officially launched its 
operations in Armenia on Nov. 5, 2009, with a 

promise to provide its services on very favorable 
terms, providing high-speed and affordable Internet, 
introducing state-of-the-art equipment in the 
Armenian market, and building a wireless network 
to cover 83 percent of Armenian territory, including 
500 cities.

As of 2008, approximately 80 percent of all main 
lines were digitized and provide quality services 
for the region. The remaining 20 percent are in a 
modernization process.

■ Electricity provision: Armenia fully 
privatized its electricity distribution network in 
2002 and is now owned by a subsidiary of Unified 
Energy Systems. Electricity-generating companies 
contract directly with the electricity distributor, 
subject to the regulatory oversight of the Public 
Services Regulatory Commission, which sets tariffs 
for electrical and thermal energy, natural gas, 
transmission and distribution in the energy sector. 
It also issues licenses for generation, import, export, 
transmission and distribution of electricity, heat and 
natural gas.

Armenia is heavily dependent on imported 
energy and has limited access to international fuel 
markets because of its location. All natural gas is 
imported into Armenia through a gas pipeline from 
Russia via Georgia. The electricity supply in Armenia 
is made up of about 26 percent from two gas-fired 
thermal power plants, 34 percent from hydropower 
plants, and 40 percent from the nuclear power 
plant.26 Since 1995, the government has implemented 
several reforms in the electricity market, including 
raising prices, metering consumption and 

introducing new social benefits to help the poorest. 
Currently, all apartments and residential houses 
throughout Armenia have electricity supply, with a 
more than 90 percent collection rate.

■ Heating: There are three thermal power 
plants providing heating for residential and public 
buildings: Hrazdan TPP, Yerevan TPP and Vanadzor 
TPP. All were commissioned in Armenia between 
1963 and 1976. The government of the Russian 
Federation owns the Hrazdan plant (ownership 
was transferred through a debt-for-asset swap. The 
Ministry of Energy of Armenia owns Yerevan TPP, 
and Russian company Zakneftgasstroy-Promethey 
owns Vanadzor TPP, although that plant is out of 
operation.27

The majority of apartments in urban residential 
buildings are heated by individual, apartment-level 
natural gas or electric heaters. The gas transmission 
and distribution utility, Armrosgazprom, is 45 percent 
owned by Russia’s Gazprom, 10 percent by the Russian 
company Itera, and 45 percent by the government.28 
A gradually declining share of households still use 
wood for space heating, predominantly in rural areas. 
As for central heating, a small number of buildings 
are supplied by newly constructed or rehabilitated 
small-scale heat-only boiler plant systems, while 

25. Fichtner. “Advisory Study on the municipal Solid Waste 

management in Yerevan.” Germany, April 2009.

26. Ibid.

27. Ghukasyan, Arusyak and Pasoyan, Astghine, “municipal 

network for Energy Efficiency: Armenian Urban Heating 

Policy Assessment.” USAID, Alliance to Save Energy, 2006.

28. “Economic Report and Interim Operational Strategy, Ar-

menia (2006–09),” Asian Development Bank, August 2006.
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very few buildings still receive district heat. Such a 
mix of heating options and fuels in residential and 
public buildings in Armenia, formed as a result of the 
sharp decrease in central heat and gas supply to the 
population, is extremely inefficient from an economic 
perspective and for energy conservation.

■ Public transport: The subway, Yerevan 
Metro (built in 1981), and the trolley buses do not 
meet the urban transportation needs. They function at 
a low cost-recovery level and require large investment 
to improve service reliability. The government has 
removed most of the subsidies to public transport 
companies and privatized the bus and taxi companies. 
The majority of urban passenger transport services are 
provided by buses and minivans, and the municipality 
issues permits to private operators. According to the 
Ministry of Transport and Communication, for 95 
percent of the city, it takes a 10-minute walk to get to 
public transit. Only 10 percent walk to work. Eighty 
percent use public transportation. On average, it takes 
30 minutes in the capital city to get to work by all 
modes of transportation.

Intracity roads are largely privatized and 
are developing at a rapid pace because of road 
improvements and the demand for better, more 
reliable service. On the other hand, the large number 
of minivans is causing difficulties in traffic; many of 
them do not meet technical and environmental safety 
requirements.

■ Road network: The Armenian road network 
is well-developed and consists of about 7,633 
kilometers of roads. Of these, 65.3 percent are paved 
roads, 26 percent are gravel, and 8.7 percent are 

Six-year-old Diego Manasyan and his mother, Ellada, live 
inside a deserted and crumbling Soviet-era building. 

earth. The network consists of 1,561 kilometers of 
main highways connecting all regions of the country 
and providing international links, 1,826 kilometers 
of secondary roads connecting the districts to the 
main highways, and 4,246 kilometers of local roads 
providing access to the rural population. Highways 
leading to Georgia in the north and Iran in the south 
are part of the main transport corridors, so they 
have higher traffic volumes.29 The local road network 
needs improvement. It is estimated that 61 percent 
of the local road network is in poor condition, 29 
percent is in fair condition, and 10 percent is in good 
condition. Only 16 percent of the network is passable 
during winter.30

Road Directorate is a noncommercial state 
organization under the Ministry of Transport 
and Communication, which is responsible for 
the management of the main and secondary road 
networks (or republican roads). Local roads are 
currently under the authority of regions, but 
the government is in a process of transferring 
responsibility for local roads to the ministry. 
Road Directorate’s budget is mainly for routine 
and periodic maintenance. Road construction 
and maintenance operations are privatized. The 
privatized construction units work as contractors for 
Road Directorate, carrying out road improvement 
and maintenance.

Based on the Poverty Reduction Strategy Paper 
of August 2003, the Armenian government has 
developed a rural roads improvement program 
involving 2,700 kilometers of prioritized roads that 
provide access to all rural communities, connecting 
them to the existing road network.

Municipalities can mobilize finances for 
infrastructure investment. There are no prohibitions 
by law on municipal borrowing or the issuance 
of municipal bonds in the country. However, 
there are no clear mechanisms to make use of this 
opportunity. Moreover, the Ministry of Territorial 
Administration closely controls this process. The 
loan can be provided based only on the opinion of 
the ministry. In case of positive opinion by ministry, 
municipalities are allowed to open special bank 
accounts for loans in commercial banks. Banks are 
allowed to monitor communities’ budget revenues 
and transfers. The government considers loan security 
the most important problem to be solved through 
development of a municipal credit market. Banks have 
the requirements for security of money borrowed. 
At present, standing surety with future revenue is 
accepted, but only after the financial situation and 
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30. Ibid.
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behavior of the potential debtor have been checked in 
detail.

The regulatory regime

Privatization of housing stock in Armenia was 
accompanied by changes in the institutional and 
legal framework. New governmental, private 
and international institutions play a key role in 
the housing sector, and the legal basis for private 
ownership has been created by the introduction of 
a number of laws aimed at providing a framework 
for the management of the newly privatized housing 
stock.

Starting with reforms on privatization of 
housing stock, Armenia continues to develop a 
legal framework from basic legislation to further 
urban development, taking into account the safety 
and health of the population in addition to natural 
growth and urbanization issues. The government 
adopted new laws and regulations on how to manage 
housing stock and harmonize the housing finance 
and mortgage market, and prepared legal grounds 
for the securitization of the secondary mortgage 
market. This chapter focuses on regulations that 
affect the supply side of housing, those that constrain 
and guide the process of building, developing, 
owning and managing the urban housing stock. As 
we shall see, the proper regulation of the supply of 
housing is indeed a key component of enabling any 
housing policy environment.

Such laws and regulations are not necessarily 
initiated within the sector or created with housing 
goals in mind, and therefore they cannot be 
understood or analyzed without understanding the 

political motives behind them.

Typical public-interest rationale for regulation are 
correcting market failures, checking “speculation,” 
reducing risks to health and safety, increasing the 
quality of life, protecting nature, setting reasonable 
limits to laissez faire, or stabilizing volatile markets. 
Typical interest-group motives are maintaining the 
social values or cultural norms of dominant groups, 
maintaining property values, excluding newcomers 
to the city or the neighborhood, protecting 
businesses from competition, and other forms of 
“rent-seeking”—pursuing monetary gains from the 
manipulation of the rules.31

The rationale for regulating the housing sector 
and the underlying motives guiding it are best 
understood by focusing on three interrelated 
components of a typical regulatory regime:

■  Urban growth controls that reduce and ration 
the amount of land available for housing, 
restricting housing supply and making 
housing less affordable.

■  Residential zoning and land development 
regulations that limit the options available 
to builders. Such regulations also impose 
infrastructure and planning standards that raise 
the cost of land subdivision and development.

■  Building codes and standards that increase the 
cost of building or maintaining houses and, 
while increasing housing quality, reduce its 
affordability.

It is obvious that the government of Armenia 
didn’t take any actions or announce its strategy to 
control the growth of big cities, or establish residence 

permits and restrictions on rural-urban movements. 
Absence of housing policy, in general, is a main 
problem of the regulatory regime in the country.

To better understand current situations in the 
country, see below the section on who is who in the 
sphere of housing and urban development and who 
is working with whom to achieve expected results 
or goals while taking into account the priority of 
sustainable urban development, which is to ensure 
favorable living conditions for the present and future 
generations and improve their quality of life.

Armenian government housing policy is 
primarily developed and implemented by the 
Minstry of Urban Development. Certain aspects of 
the implementation of programs are handled locally, 
by the marzes and municipalities. The ministry was 
established in 1995 to replace the previous Ministry 
of Construction, the Departments for Architecture 
and Urban Development, and the ArmGeodesy 
company, along with certain parts of the Ministry of 
Municipal/Communal Services.

The housing priorities of the Ministry of 
Urban Development (especially the Housing and 
Communal Department) are:

(a) Providing housing to citizens who lost their 
homes because of the earthquake, war, etc., and to 
those who are living in emergency shelters.

(b) Developing an effective system for housing 
management.

31. Francis, John G. “The Politics and Regulation: A Compara-

tive Perspective.” Oxford. Blackwell, 1993, 1-17.
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(c) Improving the legislation on rental housing 
and the housing allowance system.

The ministry’s Department for Urban 
Development Policy and Spatial Planning (including 
the Architecture Division) is responsible for setting 
design standards and for policies aimed at making 
buildings more energy-efficient. The Science and 
Technology Division is responsible for scientific 
research carried out in all areas within the ministry’s 
responsibility. The Technical Norms and Standards 
Division is responsible for the development of norms 
for the construction industry.

This department is responsible for housing 
construction policy, territorial planning, urban land 
and urban development norms. Its objectives are to 
develop strategies for urban country profiles on the 
housing sector, to prepare the corresponding laws, to 
coordinate the preparation of master plans for each 
municipality and monitor their implementation, 
and to assist municipalities in the organization of 
engineering and infrastructure works.

The big role in this sphere is local self-
government bodies. One of the main authorizations 
of these self-government bodies is developing a 
general plan for communities, which is approved by 
the Armenian government.

Article 37 of the law “On Local Self-Government” 
regulates the activity of the chief of a community in 
the sphere of urban development and land use.

The head of local self-government is powerful in 
the urban development and land-use activities of the 

community and is responsible for 
urban development initiatives. 
But taking into account that 
many communities, especially in 
rural areas, do not have sufficient 
funds for the development of 
master and zoning plans and 
land-use schemes, the Armenian 
government shows its willingness 
to help local authorities by 
providing necessary information, 
mapping documents, etc.

The main law in the sphere 
of urban development is the 
law “On Urban Development,” 
which was adopted in 1998 and 
amended many times. In accordance with this law, 
there are three levels of necessary documents to be 
adopted for regulation of urban development, taking 
into account administrative-territorial subdivisions 
of the country.

Urban development objectives:
 On a national level:

■ Habitation master plan. 
■ Master plan of Armenia’s spatial organization.

On a regional level:
■  Regional planning documents for marzes or 

for community/microregional level.

On a local level:
■ General/master plan of communities.
■ Zoning plan of communities.

There are many other laws, government decisions 
or orders of the Ministry of Urban Development, 
and other ministries that directly or indirectly 
regulate the sphere of urban development, housing 
and building issues.

At this moment, only 46 communities have 
general/master and zoning plans, including 35 out 
of 47 urban communities (75 percent) and 11 out 
of 865 rural communities (1.5 percent). For the 
completion of urban development, documentation 
packages are needed for urban and rural 
communities, costing 5 billion dram.

The government of Armenia is going to 
be involved in this process and support local 
communities to finalize and adopt master and 
zoning plans. Harmonious and safe habitats need 
to be based on urban development plans developed 

Chris Papoyan lives alone in a small apartment 
in a run-down Soviet-era building in Karakert.
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with broad public participation. Therefore, the 
creation of proper national, regional and local 
spatial development plans is essential for a country’s 
sustainable development anchored in realistic 
projections and correct assumptions about current 
conditions.

 The government has already specified its 
priorities and main objectives in the sphere of 
development of urban development documents, 
from which, in general, we can separate the 
following three issues:

■  Safety of people, along with sustainability and 
guaranteed operation of buildings, structures 
and infrastructure.

■  Formation of a quality urban development 
environment in the residential areas and 
the areas being developed outside of them, 
and the harmonization of it with the natural 
environment.

■  Regulation of land use for urban development 
purposes and effective management of land 
plots.

To fulfill the objectives described above, the 
following priorities are proposed for urban 
development:

■ Spatial development and planning.
■ Earthquake-resistant design and construction.
■ Reduced impact of geological hazards.
■ Improved housing conditions.

A big question is standing before central 
and local governments. As cities grow, so do the 
knowledge, expertise and sophistication of the 
institutions needed to manage the growth. From 
the first viewpoint, there is no reason to place limits 

on urban growth in Armenia, but Armenia has 
one serious, specific difference from many other 
countries: Only 56 percent of the area of the country 
is eligible for resettlement. Other spaces are above 
2,200 meters above sea level and are not appropriate 
for residential use. Forty percent of communities are 
high mountain and mountain communities (where 
16.5 percent of the population lives) in poorly 
developed areas. In these areas, 236 kilometers of 
233 communities and 4.8 kilometers of railroad were 
damaged by landslides.

In Armenia’s urban areas, in general, there are 
intensive, rather than extensive, forms of land use. 
The capital, Yerevan, occupies 227,000 square meters 
and houses 1.11 million people. The population 
density is about 4,900 people per square kilometer, 
according to the website www.yerevan.am. Rapid 
urbanization is, no doubt, the surest way to save the 
remaining forests and to use land more intensively. 
Note that 34 percent of the population and 29 
percent of the economically active population of the 
Republic of Armenia resides in Yerevan.

In accordance with Armenian law, all master 
and zoning plans are subject to a comprehensive 
assessment of environmental impact. Besides its 
urban development documents, the assignments 
for drawing such documents should be agreed 
upon by 11 state institutions. Now the government 
is going to optimize these procedures and form 
an interinstitutional committee that will consist of 
authorized officials from all authorized ministries 
and other state institutions and will allow it to 
combine many activities and make much easier 
the process of agreement and approval of urban 
development documents.

The government of Armenia is also taking 
necessary actions to direct financial sources from 
some state budget lines to the development and 
approval of urban development documentation, such 
as finance from changing categories of land, or from 
the alienation of state or municipal land plots by 
local government bodies.

To make the process of reforms related to 
development and approval of urban development 
documentation (general/master plan, zoning plan, 
land-use schemes, etc.) a reality, the following 
recommendations were submitted to the Armenian 
government:

■  Develop simplified master plans for rural 
communities.

■  Give, free of charge, basic information on 
cadastral, seismic, engineering-geodesic 
and electronic mapping information to 
communities as encouragement from the 
state.

■  Allocate money as a state contribution or co-
financing in the state budget for development 
of urban development documents; 
systematically reduce it year by year (the size 
of co-financing should be determined by the 
possibility of the budget for each year).

■  Develop master plans, zoning plans and land-
use schemes as one consolidated document.

■  Establish regional and inter-regional 
(including more than one community) 
landscape planning documents, which will 
also consist of zoning plans.

Armenia inherited from the former Soviet Union 
a lot of standards, normative acts and instructions 
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related to urban development and building 
requirements. Some of them were approved by the 
Ministry of Urban Development and are in use 
now. The main problem of Armenia in the sphere 
of urban development is not the absence of laws or 
regulations, but the implementation of these laws 
and regulations in respect to already-approved 
construction requirements and the principle “Rule 
of Law.”

Armenia doesn’t have building or zoning codes, 
but there are a lot of laws and government decisions 
regulating the sphere of urban development and 
construction. Over and above the growth controls 
that prohibit residential development altogether, 
there are many zoning and land-use regulations 
that specify what type of residential development 
is permissible (if it is permissible at all). These 
restrictions take the form of allowable floor-area 
ratios, plot coverage, height restrictions, and 
off-street parking and open space requirements. 
They essentially dictate the form of high-density 
residential communities, generally forcing them into 
high-rise towers surrounded by open spaces.

An interesting milestone occurred in 2007. In 
that year, half of the world’s population lived in 
urban areas. But Armenia reached this level back 
in 1959. The city network of Armenia comprises 
Yerevan and 47 cities, whose population, according 
to 2006 figures, was 64.1 percent of the country’s 
total.

At the national level, state authorities involved 
in urban development have long understood 
that an adequate response to the challenges of 
urbanization requires a whole set of measures aimed 
at balancing the development of settlements and 
areas; rehabilitating historic urban areas; ensuring 
safe and affordable housing and access to utilities; 
protecting from natural and manmade disasters; 
providing earthquake resistance and safe operation 
of structures; and ensuring efficient, safe and 
guaranteed management of capital investments. 

Another issue is reasonable land-use policy. Land 
conservation will become even more pressing in the 
long term in light of the current scope of national 
land resource degradation. The agricultural sector is 
the principal user of land resources, but the current 
land-use practices result in diminished productivity, 
erosion, salinization and alkalization of soils. The 
environmental challenge of land degradation should 
be addressed to ensure sustainable agriculture 
development and to reduce both poverty and the 
outward migration of the rural population. Land 
conservation requires that urban development be the 
most dynamic sector of Armenia’s economy. Between 
2001 and 2006, the total volume of construction 
grew by a factor of 4.5. Sustainability of such 
dynamic growth requires consistent improvement 
of both quantitative and qualitative indicators 
(Armenia_2PRSP, p. 283).

In Annex 15, the analysis of opinions of 
policymakers and experts on property rights, 
housing finance, housing subsidy, regulatory regimes 
and residential infrastructure are provided. The 
opinions of this section may be different from those 
provided in the annex, because the opinions are 
based on the survey conducted in 2008 (and answers 
mainly related to 2007), and things have changed 
considerably since then because of the influence 
of the global financial and economic crisis. Also, 
the opinions of the authors of this study may differ 
from the opinions of policymakers and experts 
highlighted in the annex.

Armenia doesn’t have 
building or zoning 
codes, but there are 
a lot of laws and 
government decisions 
regulating the sphere 
of urban development 
and construction. 
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Property rights recommendations

An integral part of the development of a national 
housing strategy is the review and evaluation by the 
Ministry of Urban Development or State Committee 
of Real Estate Cadastre of all existing legislation 
that directly or indirectly affects the property rights 
sector (this can also be done by private, independent 
organizations). The analysis should focus on 
identifying missing elements and irregularities in 
the current legislation and should aim at providing 
a transparent and clear framework with respect to 
the rights and responsibilities of all government 
institutions in addition to other actors in the housing 
sector.

■  Promoting the registration of property rights 
in order to give owners full legal protection 
and to create a secure legal environment.

■  Promoting the final transfer (solving existing 
disputes between some communities) of 
public-owned land to local self-government 
bodies and finalizing the registration 
of all property rights by municipalities/
communities, legal entities and physical 
people.

■  Giving priority to the outstanding registration 
of land plots under apartment buildings, 
along with other common share property as 
foreseen by the law on multiunit building 

management.
■  Making possible and practicable the 

registration of the property rights (such as 
pledge/collateral) to the newly constructed 
apartments in those buildings, which are 
under construction and do not have act or 
document of final performance yet.

■  Introducing sanctions for the event of 
nonpayment of rent while establishing a 
system of social protection for those who are 
unable to pay.

■  Making regulations and registration 
procedures concerning rental agreements as 
simple and accessible as possible so that the 
concerned parties are not discouraged from 
choosing formal procedures.

■  Improving the legislation concerning the 
owner-occupied housing sector, in particular 
in regard to the law on condominiums and 
the law on apartment building management, 
particularly registration of common share 
property rights, in addition to establishing 
mechanisms to deprive property rights for 
nonpayment of condominium fees.

■  Instituting measures to ensure the proper 
registration of land parcels and immovable 
properties. Steps already taken in this 
direction and the process of record keeping 
and registration should be continued as a 
priority.

Position statement and recommendations
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Housing finance recommendations 

A framework for analyzing the adequacy of the housing 
reform process is applied to Armenia as an example 
of a “super” homeownership state. The housing, 
economic and political context suggests that, even if 
an efficient mortgage finance system is established, 
the housing needs of large sections of the population 
would remain unmet. This is because they would still 
be unable to afford financing or because of the nature 
of their housing need. As a result of the prevalence 
of housing need and poverty, conventional subsidy 
programs, no matter how well designed, are unlikely to 
fill the gap. Instead, there is a need to draw on examples 
from development literature, such as microfinance, 
which relies on connecting individuals with the formal 
financial system, usually through an NGO, and can be 
combined with the provision of core housing units for 
low- to moderate-income households. A large challenge 
remains to “collectivize” microfinance for use in 
multifamily apartments.

Main technical steps in housing finance strategy 
formulation are, in a simplified form:

■  Understand the broad housing situation in the 
country, including basic housing quality and 
related infrastructure conditions, and the extent 
of preference for homeownership versus renting.

■  Determine effective housing demand by income 
class and location (urban, rural) to identify 
and define market segments and the volume of 
finance required by each segment in the planning 
period (note that because loan terms differ 
across households with different incomes, there 
is no simple ratio to apply to income to reach a 
housing finance demand estimate).

■  Inventory housing finance currently available: 

products and volumes, market coverage and 
lending policies (for example, treatment of 
different sources of income in underwriting 
standards, physical access, registration 
requirements) by market segment. This must 
include all sources: private, both formal and 
micro, and government.

■  Find out where lenders obtain their funds and 
the elasticity of these sources.

■  Determine the gap between potential demand 
and current supply for each market segment.

■  Prepare a plan for closing the gap that is based 
on information developed in the prior steps.

To strengthen housing finance in Armenia, the 
government is committed to:

■  Cutting the growing housing needs of 
Armenians by offering long-term, affordable 
mortgage loans, showing great interest in 
stimulating private sources of funding to serve 
these needs.

■  Strengthening the legislative and regulatory 
framework.

■  Strengthening the institutions of the financial 
sector.

■  Supporting the quick development of lending 
institutions (commercial banks and credit 
organizations and insurance companies) to 
accommodate market development.

■  Developing adequate mortgage and housing 
saving products.

■  Creating a sound primary market, upon which 
a secondary market would be based. 

To expand access to housing finance, it is necessary to:
■   Increase service penetration rates, i.e., the 

extent to which lenders cater to different 
sections of the population.

■  Ensure access for households in geographic 
isolation from lending branches. 

■  Make the products offered suitable to a larger 
number of families.

■  Decrease the high transaction costs of having 
a savings account.

Housing subsidies recommendations 

The developments of the housing sector will mostly 
target people who became homeless because of a 
variety of reasons, and will ensure their access to 
their constitutional right to adequate housing. 

Separate, ad hoc, programs, although useful, 
cannot provide a comprehensive solution to the 
housing problem of socially vulnerable households. 
Well-thought government policy is needed, the 
result of which should be creation of sustainable 
social housing stock for socially vulnerable 
households.32 One of the most important issues 
is to provide a definition for “socially vulnerable.” 
According to the Armenian Ministry of Labor and 
Social Affairs, in about 140 legal documents of the 

32. Especially in the countries of northern Europe, social 

housing plays an important role and makes up one-

third of housing stock in the netherlands, one-fourth in 

the United Kingdom and Sweden, one-fifth in Denmark 

and Austria, and one-sixth in France and Greece.
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Republic of Armenia, the term “socially vulnerable” 
is specifically used to reflect the meaning of a given 
legal document. Equally important are conceptual 
and legal viewpoints on “social housing”33 and 
“affordable housing” that are not defined by the 
Republic of Armenia.

The government will take into consideration all 
types of suppliers (targets of supply-side subsidies) to 
evaluate housing market demand. Its responsibilities 
are to directly solve the problems of people in 
housing need or indirectly support the development 
of the housing market and make access to housing 
finance possible. There are four types of suppliers 
that are targets of supply-side subsidies: government 
agencies that construct public housing, private-
sector developers and builders that construct 
subsidized private housing, intermediary nonprofit 
organizations that build or rehabilitate houses in poor 
neighborhoods, and individual households or groups 
of households (e.g., cooperatives) engaged in building 
or improving their dwellings.

To decrease the burden and deepen the reforms 
in the sector of apartment building management and 
maintenance, it would be necessary to adjust and 
streamline the scope and mechanisms of government 
involvement aimed at the safe use of the housing 
stock by co-financing local governments and 
other management bodies of apartment buildings 
(taking into account poverty level), establishment 
and sustainable operation of mechanisms for the 
management of apartment buildings, and the 
creation of an information register of apartment 
buildings.

Recommendations
When developing and implementing policy 
aimed at improving the housing situation of 
socially vulnerable people, the following are 
recommended:

■  Establish a social housing system in Armenia.
■  Define the concepts of “social” and 

“affordable” housing.
■  Legally strengthen the concept of housing 

provisions for socially vulnerable households, 
taking into account the importance of 
preventing social risks.34

■  Clarify the role of local, regional and central 
government bodies in the state strategic 
concept by deepening the social justice 
component of projects from the perspective of 
population integration and its involvement in 
public life.

■  Define needs-assessment criteria and needs-
assessment methodology, which will allow the 
correct assessment of the need of social and 
affordable housing throughout Armenia and 
in a given community.

■  Define criteria of registration and housing 
provisions.

■  Vacate public assets to ensure the opportunity 
of their usage for urban development needs.

■  Develop the social rental housing sector.35

■  Support construction and operation of social 
housing by central and local government 
authorities directly or through their policies, 
fiscal advantages for developers, direct 
subsidies, guarantees for construction loans 
and housing allowances.

■  Support, through substantial public support,36 
the acquisition of privately owned social 

housing.
■  Strengthen links between housing stock, 

employment, social security and health care.
■  Avoid causing social exclusion, and provide 

prerequisites for social integration.
■  Include a housing maintenance component in 

the social housing projects.

33. Generally recognized definition of social housing in 

Europe is “housing provided under social policy.” In 1998, 

European liaison Committee for Social Housing proposed 

a new definition: “social housing is delivery, construction, 

renovation and transformation of social housing, that is 

to say housing where the access is controlled by the ex-

istence of allocation rules favoring households that have 

difficulties in finding accommodations.”

34. In almost all Western countries, there is a state legislation 

defining the main conditions of social housing operation. 

The trend toward decreasing state supply-side subsi-

dies, leading to the lower housing construction, toward 

transferring ownership of social dwellings from the public 

authorities to nonprofit housing associations, is apparent 

in many countries. The government stresses economic ef-

ficiency and social effectiveness of more market-oriented 

supply-side subsidies while taking advantage of demand-

side subsidies.

35. This will allow the local or central government authorities 

to try to establish a general balance on the rental housing 

market with the aim of enabling needy population groups, 

unable to find housing in the free market for social or 

other reasons, to have adequate housing. Rent in social 

housing usually is lower than in the free market.

36. The word “substantial” is important, as construction of 

privately owned dwellings and buildings is in almost all 

countries supported by the state, regions and municipali-

ties through fiscal measures or interest rate subsidies, and 

a wide range of projects could otherwise be considered 

social housing.
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■  Assess affordability problems in the individual 
housing market (estimate of household 
formations, projection of housing prices, 
estimated levels and distribution of household 
disposable incomes and subsequent house 
price comparison, assessment of housing 
affordability by housing market area).

■  Reserve some portion of land (20-25 percent) 
for social/affordable housing.

■  Provide land and building materials on 
favorable conditions by the municipalities. 
In addition, training should be offered and 
households should provide their own labor as 
input.

■  Provide, in the same way, assistance to those 
households that are unlikely ever to be able to 
obtain decent housing through the market.

■  Encourage local governments to stop 
subsidizing (through low rents) all households 
living in the municipal housing stock 
regardless of their income.

■  Means-test by local governments of future 
subsidies (in the form of low rents). Rents 
should rise if incomes rise above a certain 
level.

■  Government has to specify the categories of 
special housing needs, because certain social 
groups have particular housing requirements. 
It should take into account the local authority 
housing waiting lists, which are the best 
available estimate of social housing need. 
Local authorities should provide a range of 
house sizes and better use of the existing 
stock. There is a clear mismatch between the 
existing housing stock and the needs of those 
on the waiting list. In some cases, smaller 

The sun sets behind the legendary Mount Ararat and Yerevan, the 2,790-year-old capital city of Armenia.

housing units would be more appropriate. It is 
proposed that future local authorities provide 
a mix of housing sizes, more appropriate to 
the estimated current and future requirements 
of people in need of social housing. Each 
municipality or community will assess 
the numbers of tenants willing to transfer 
to smaller units and identify under what 
conditions they may be willing to move.

In general, in many countries the following 
categories of people are eligible for social housing: 
homeless people, households in need of upgrading 
their housing conditions, refugees, people with 
disabilities, the elderly, immigrants, single mothers, 
students, young families.

The housing allowance should have the 
following features:
It should be means-tested; that is, entitlement to it is 
reduced as incomes rise. Savings may also be taken 
into account when considering eligibility.

The housing allowance could be developed 

within the framework of the social security system 
that has been developed to date, taking into account 
further improvement of existing approaches. The 
system identifies 16 categories of households that 
are vulnerable to extreme poverty. A means test is 
then applied to establish who qualifies. Eligibility for 
the housing allowance should be based on the same 
principle.

Housing allowances will inevitably give rise 
to questions of incentives—as incomes rise, the 
allowance will be withdrawn. This is an unavoidable 
feature of targeting assistance to the poorest 
households. 

In the sector of housing management and 
maintenance:
■  Support for maintenance and modernization of 

infrastructure of apartment buildings.
■  Support for the improvement of the institutional 

framework and capacity building of apartment 
building management bodies.
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on the development of sewerage networks; and 
restricting the ability of municipalities to raise the 
necessary capital to extend infrastructure networks.

Development of criteria for land quality and 
productivity, quality monitoring, regulation of land 
use, registration and supervision systems, recovery 
of affected agricultural lands and natural landscapes, 
and development and deployment of economic 
incentives are in the government’s agenda. One 
of the main priorities is “spatial development and 
planning,” which requires the following priority 
actions:

■  Development of master plan of Armenia’s 
Spatial Organization (based on an analysis of 
Habitation Master Plan).

■  Drafting of regional spatial development 
plans.

■  Development of master plans and zoning 
maps for all communities.

■  Development of spatial planning 
documentation for the Lake Sevan catchment 
area.

■  Development of building and distribution 
plans for territories around national highways.

■  Development of rehabilitation plans for 
historic areas and architectural and natural 
monuments.

■  Implementation of provisions of European 
Landscape Convention and the principles of 
the UN-HABITAT process.

■ Deployment of the national urban cadastre.
■  Improvement of urban development legal and 

regulatory framework.

Residential infrastructure 
recommendations

In general, there is an adequate residential 
infrastructure in Armenia, with improved 
water supply, sanitation and electricity for the 
vast majority of households. The road network 
is adequate and well-maintained, and public 
transport is sufficient to easily move throughout 
the city. However, the government needs to create 
mechanisms encouraging capital investments 
to upgrade means of public transportation, 
particularly to reduce minibuses at the expense of 
buses and achieve cost recovery. The government 
should adopt strategy, law and regulations on solid 
waste management to improve customer service, 
introduce recycling practices and improve landfills 
to minimize adverse environmental impact. 
Mechanisms should be developed and investment 
attracted to manage water supply and sanitation 
services in most rural areas of Armenia and to apply 
in reality the opportunity by local governments to 
mobilize finance (municipal borrowing or issuance 
of municipal bonds) for infrastructure investment.

Recommendations
■  Adopt a strategic approach to solid waste 

management.
■  Adopt laws on solid waste management.
■  Calculate the costs of solid waste 

management, expand service coverage, 
increase the number of contracts, and 
strengthen public relations.

■  Improve landfill conditions.
■  Introduce recycling practices. 

■  Develop mechanisms to improve water and 
sanitation systems management in rural areas.

■  Promote investment in public transportation 
to improve service and to reach cost recovery.

■  Ensure public transport meets technical and 
environmental requirements.

■  Improve local road networks.
■  Establish clear mechanisms for municipal 

borrowing and the issuance of municipal 
bonds.

■  Develop a policy document and upgrade 
infrastructure in informal settlements.

■  Develop capital investment plans for urban 
expansion to accommodate population 
growth in the capital city.

Regulatory recommendations
The government of Armenia should address the vital 
interests of the state, community, society and the 
individual in urban development issues. The role 
and significance of urban development functions 
gain even more priority in terms of overcoming the 
current regional development disparities.

Government efforts to finalize an approach 
and officially adopt policy in housing and urban 
development will achieve expected results if new 
reforms take into account the following methods of 
modern urban growth controls: zoning legislation to 
protect wetlands and endangered species near urban 
areas; green belt legislation aimed at prohibiting 
the transformation of rural to urban land at the 
perimeters of cities; quotas for building permits 
and residential subdivisions; delaying the release of 
public lands for urban development; delaying the 
development of water resources; declaring moratoria 
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Government housing solutions
The number of unsheltered households and 
households in need of improved conditions in 
Armenia is 66,023 (8.4 percent of Armenia’s 
permanent population), out of which 30,000 
(3.8 percent of the permanent population) are 
unsheltered and live in domics (temporary metallic 
containers or wooden or stone structures), public 
assets or other temporary shelter. To solve the 
problem of unsheltered households, the Armenian 
government adopted and implemented different 
approaches.

Housing purchase certificates: The government 
has been replicating the model of housing vouchers 
known as housing purchase certificates first tested 
and implemented by USAID’s Armenia Earthquake 
Zone Recovery Program. Each year a special amount 
is allocated from the state budget for addressing 
housing needs through the certificates. Program 
criteria were broadened to offer certificates to 
previously uncompensated urban households who 
were not living in temporary shelters. Certificates for 
completing unfinished houses were provided in rural 
areas.

Preferential loans for repressed citizens: The 
provision of preferential budgetary loans for the 
repressed citizens has been carried out since 2001. 
As of March 31, 2009, within the framework of this 
project, 216 citizens received budgetary loans in 

Housing solutions

the amount of AMD 847,598,870. In the 2009 state 
budget for this purpose, AMD 200,000,000 was 
scheduled.

During 10 months of 2009, AMD 135,661,770 
budgetary loans were provided to 35 citizens of 
Armenia being either repressed or the heir apparent 
of repressed citizens.37 Loans are intended for 
purchasing housing, building housing, completing 
unfinished housing, and renovating. Loans are 
provided for 25 years with an annual 1 percent 
interest rate. The grace period for the principal 
amount of the loan is three years; for the interest rate 
period it is two years.

Housing for military servants: Each year, the 
government provides funds from the state budget 
to the Armenian Ministry of Defense to address 
housing problems of army officers. In 2009, AMD 
250,000,000 was allocated by the government for that 
purpose. Apartments are of good quality, completed 
and well-equipped.38 There are no public, official 
statistical data on the total number of army officers 
receiving government housing assistance.

New construction: Starting in 2004, housing 
production in the republic steadily increased year 
by year and reached its highest point in 2008. 
Housing was produced based on funding from 
different sources: state budget, international 
donor organizations (“Hayastan” All Armenian 

Fund, U.N., and Norwegian Refugee Council), 
other organizations, and the public. Annex 16 
demonstrates volumes of construction in square 
meters based on the sources of funding. An increase 
in construction volumes made this sector a leader in 
the economy with the highest share of national GDP.

The population’s share of housing unit production 
funding is the largest and significantly exceeds the 
volume of housing construction funded by other 
sources. When comparing shares of different sources 
of funding in housing production in 2004 and 2008, 
we can see that the share of construction volumes 
by organization increased. But unlike in 2004, in 
2008 there was no funding for housing production 
by international organizations. Construction 
volumes due to population investments increased 
consistently from 2004 to 2008, but the overall share 
in 2008 decreased as compared with 2004. Currently, 
the housing construction volumes are decreasing 
because of the global financial crisis. Because of 
the crisis, the GDP of Armenia decreased by 14.4 
percent; more than 50 percent of that decline was in 
the construction industry.

37. Armenia ministry of Finance, Information and Public Rela-

tions Department, 2009.

38. The Republic of Armenia Daily, Dec. 18, 2009, no. 245.
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Public-private partnership in housing 
production: The practice of public-private 
partnership has been introduced in housing 
production. In 2008, Glendale Hills closed joint 
stock company became a winner in the first round 
of a competition for construction companies 
announced by the government. The company will 
carry out housing construction in the earthquake 
zone of Armenia, particularly in Ani and Mush 
districts of Gyumri. Out of 3,030 units, 250 will 
be built in Ani district and 2,780 in Mush district. 
The investment in this project is AMD 39 billion. 
Under the state guarantee, the company received 
loans from commercial banks to build housing. 
In the course of 10 years, the state will purchase 
housing from the company. Beginning in 
December 2008, Glendale Hills planned to build 
1,320 units in Mush district within 400 days. The 
rest of the 1,710 units in Ani and Mush districts 
are to be built within 800 days.

In December 2008, the second round of 
the bidding for state projects for construction 
companies to provide housing for earthquake-
displaced households took place. Glendale Hills 
CJSC again became the successful bidder. The 
company will build 536 apartments and social 
facilities, in addition to 2,047 single-family units 
in the Shirak and Lori regions, in particular in the 
town of Spitak and 35 other towns and villages. 
In Shirak, 182 apartments and 226 houses will be 
built, while 354 apartments and 1,821 houses will 
be built in Lori. The apartments will be ready to 
use in the second half of 2011.

By the end of 2009, Glendale Hills provided 

housing for 96 households and committed to 
provide up to 1,056 apartments by May 2010 to the 
earthquake-displaced.

Social housing
During the past two years, a new model of social 
housing was introduced in Armenia with financial 
assistance from the Swiss Agency of Development 
and Cooperation and local municipalities. Two 
social houses for refugees and other vulnerable 
people were built in the town of Goris under the 
ownership of the local government, and one was 
built in Yerevan under the ownership of Mission 
Armenia, a local NGO.

Affordable apartments for young families: 
A new concept, “affordable apartments for young 
families,” was approved in 2009 by the Armenian 
government. Three billion Armenian drams were 
allocated from the state budget to the project 
implementation in 2010. It is designed to house 300 
young families during the first year. Based on the 
project criteria, the total age of spouses is supposed to 
be no more than 60; the interest rate is 11-12 percent, 
of which 2-3 percent is subsidized by the government 
(9 percent should be paid by the beneficiaries); the 
maximum amount of the loan is AMD 16 million, 
of which AMD 5 million should be prepaid by the 
families. The loan repayment period is 10 years.

Housing management and maintenance: 
As with many other post-Soviet countries, the 
privatization of a large part of the housing stock in 
Armenia was linked to the expectation that the new 
owners would increasingly invest in maintenance 
and repairs, as they would come to regard their 

homes not only as shelter but also as valuable assets. 
The state would thus be freed from this burden.

However, the new owners did not possess the 
knowledge, traditions and experience to maintain 
their common assets. Additionally, they could 
not afford to invest in common shared ownership 
because of the difficult socioeconomic situation.

Results of The Comprehensive Study of AB 
Conditions conducted in 2007 identified the 
following picture of need distribution for the 
operational and capital renovations of separate 
elements of shared ownership:

■  Roofs and roof wastewater system: 70-75 
percent of buildings.

■  Entryways and stairwells: 59 percent of 
buildings.

■  Water and wastewater systems: 55 percent of 
buildings.

■  Energy supply infrastructure: 48 percent of 
buildings.

■  Basements and foundations: 34 percent of 
buildings.

The Armenian government allocated money on a 
yearly basis from the state budget for the renovation 
of roofs, elevators, water and sewerage systems, 
and entrance doors of privatized multiapartment 
buildings occupied by individual owners. It lacked a 
clear policy and strategy regarding its involvement 
and responsibilities related to the multiapartment 
housing stock.

Local governments would receive incentives 
to take responsibility of apartment building 
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management and maintenance if the government 
committed itself to transferring an equal or similar 
amount to such a local fund. Also, if the taxpayers 
consider maintaining the housing stock to be 
important, they will be more willing to pay the 
tax if they know that the generated funds will go 
directly to maintenance. This would lead to higher 
collection rates and, consequently, improved housing 
maintenance. This will also help low-income 
homeowners pay their property tax.

The consistent lack of financing has led to 
widespread deterioration of the housing stock. Its 
poor quality caused by the long-term deferment of 
repairs is a pressing problem that requires urgent 
action. Organizational structures in the form of 
condominium associations are essential, but in 
themselves, condominiums cannot mobilize funds. It 
is therefore necessary to find ways to support those 
individuals living in large privatized housing stock 
so that they can raise funds for maintenance and 
repairs.

Maintenance and management of multiapartment 
buildings is a priority for the Armenian government. 
The state plans to assist in the maintenance and 
safe operation of apartment building housing stock. 
The government assistance is intended to improve 
the institutional environment and to develop 
management capacities, particularly:

■ Introducing a system to inventory 
shared ownership: Inventory, running statistics 
and registration of the property, clarification of 
definitions of elements of shared ownership, working 

out statistical forms, etc. As a result of registration, 
the borders of shared ownership will be clarified.

■ Supporting a technical certification 
process: The documents of most buildings are 
either missing or not accessible to management 
bodies. Almost no study about building 
characteristics (financial, technical and human) 
has been conducted in apartment buildings 
because of  lack of funding or ignorance of the 
importance of such information by management 
bodies. Government is ready to provide direct 
financial and technical assistance to introduce a 
certification practice in apartment buildings.

Khor Virap (“deep hole”) church was built in the shadow of Mount Ararat to mark the place where 
Gregory the Illuminator was imprisoned before converting Armenian ruler Trdat III to Christianity. The 
land between the church and Mount Ararat contained the neutral zone between Armenia and Turkey 
and the river border.

■ Increasing the planning and 
budgeting capacities of management 
bodies: The lack of such capacities leads to 
disconnection with owners and cannot ensure 
accountable and transparent management. The 
solution is the provision of training, methodological 
and practical support in budgeting and planning.

■ Increasing the degree of awareness: 
We will disseminate among the owners information 
about their rights and responsibilities, and work to 
clarify and change their attitude regarding shared 
ownership of apartment buildings.
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■ Assistance in maintenance and 
upgrading of apartment building 
infrastructure: Institutional support is considered 
more efficient to provide for the shared ownership 
infrastructures such as water supply and wastewater, 
electricity supply, etc.

The international donor community was 
intensely involved in addressing the housing issues 
of vulnerable households, particularly for the 
earthquake-displaced, refugees, low- and middle-
income households (Annex 16).

Best practices
Housing purchase certificates: The use of 
housing purchase certificates to deal with the 
demand for housing in transition countries is 
based on USAID’s success in promoting the rapid 
resettlement of Russian military officers from 
the Baltic States in the mid-1990s.39 The model 
was successfully piloted in Armenia by USAID/
Urban Institute and turned into a large program 
that provided permanent housing for more than 
6,000 earthquake-displaced people and refugees. 
USAID, through its technical assistance program, 
transferred the housing purchase certificate model 
to the government of Armenia, which replicates 
it successfully as an alternative mechanism to 
address housing needs of remaining earthquake-
displaced, refugee and other families in housing 
need. Later, Urban Institute/the Urban Foundation 
for Sustainable Development practiced the certificate 
model in Georgia as a housing solution for internally 
displaced people, and the model was included by 
the Georgian government in the national housing 
strategy.

In 1998, the World Bank commissioned the 
Urban Institute along with partners the Institute for 
Urban Economics Moscow and the Center for Policy 
Analysis at the American University of Armenia, 
Yerevan, to develop a new strategy to address the 
lingering problem of displaced people resulting from 
the massive 1988 earthquake. The New Housing 
Strategy promoted a demand-side approach to 
shelter provision. A high rate of emigration during 
the 1990s, national housing privatization, and overall 
absence of an effective demand for housing caused 
by a stalled economy resulted in the availability of 

underused permanent housing stock. This stock was 
available to be redistributed to the needy households 
through market mechanisms, namely, housing 
purchase certificates, which cost significantly less 
than a program of replicating similar apartments 
through new construction.40

Six year-old Diego Manasyan lives with his mother, Ellada, and his two sisters in this Soviet-era building in Armavir.
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39. Anlian, Steven J., “A new Housing Strategy for Armenia’s 

Earthquake zone in The World Bank Group,” Beyond Transi-

tion, the newsletter about Reforming Economies.

40. www.urbaninstitute.org.
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The core of the strategy was a site-based beneficiary 
selection process, as opposed to using more elusive 
waiting lists, where sites in the old cities were selected 
based on their potential for urban renewal. Families 
on these sites who were housed in trailers and 
makeshift huts, or domics, were qualified for shelter 
assistance, and the certificates were used to both 
provide permanent housing and clear the site for future 
development. Later, the housing purchase certificate 
model was used based on a housing waiting list 
approach, and for vacating public community assets in 
Armenia and collective centers in Georgia.

Urban and rural housing improvement 
grants: Many apartment buildings that were 
damaged by natural disasters or became unstable 
after years of operation—but were not officially 
condemned—have remained in use by residents. 
Insolvent households are unable to address 
the building needs to ensure their continued 
sustainability. These people are not on any list for 
housing need and are considered to be housed.

This problem was first raised within the frame 
of USAID’s Earthquake Zone Recovery Program in 
2001, when the Urban Institute piloted a program 
aimed at providing funds for partial refurbishment 
of existing, occupied apartment buildings. Two 
types of grants were proposed: “condominium” 
and “individual.” Condominium grants funded 
communal repairs (e.g., roof, stairwells, structural 
walls, pavements, façades, water pumps, internal 
water/sewer plumbing, etc.). Individual grants 
funded limited repairs of selected apartment units 
that had been rendered uninhabitable because 
of damaged internal plumbing systems, leaky 

roofs, poorly drained basements, etc. Beneficiary 
satisfaction surveys conducted immediately after 
completion of the construction and a follow-
up survey showed a high satisfaction rate by 
residents. The residents’ overall level of satisfaction 
is best manifested in their subsequent individual 
investments in their apartments, which they admit 
they would not have made had the building not been 
stabilized and preserved by the USAID project.41 

The urban housing improvement grant model, 
although proving to be successful and practical, has 
not been used in Armenia since the Earthquake 
Zone Recovery Program by the Armenian 
government or any other organization implementing 
housing projects. The model has been successfully 
used in Khoni, Georgia, by International Relief and 
Development.

The Armenian government recognizes the need 
to help private homeowners who lost their housing 
during the earthquake and have not been able to 
recover (the moral vs. the legal obligation). USAID’s 
Rural housing improvement grant pilot addressed 
these issues in targeted villages where new housing 
had been started after the earthquake but left 
incomplete when the Soviet construction brigades 
abandoned the projects with the collapse of the 
USSR. With fairly modest grants, 664 housing units 
were brought to a reasonable level of completion 
so the assigned families could finally inhabit them. 
Many houses were converted to “duplexes” for two 
families in order to increase cost effectiveness.42

The rural grant model was transferred to the 
government and is successfully used through the 

funds provided under the state budget.

Affordable loans for housing improvement: 
Habitat for Humanity International, through its 
Armenian national office, introduced a model of 
completion and reinforcement of half-built homes: 
the renovation or improvement of existing dwellings 
through small, affordable loans.

Through a commercial lending organization, 
HFHI provides affordable, long-term loans (10-
20 years) to vulnerable households in remote 
rural areas of Armenia. Through HFHI’s self-help 
and sustainability model of affordable, nonprofit, 
inflation-adjusted home-improvement loans and 
mortgages, partner families complete or renovate 
their own housing. Repaid loan funds serve as a 
revolving fund to meet the housing needs of others.

Housing finance through the refinancing 
of commercial banks’ mortgage portfolios: 
The main objective of this approach was to increase 
the access of private households to mortgage loans 
through the extension of the maturity of mortgage 
loans to at least 10 years. Further policy goals 
included the expansion of housing credit outside 
Yerevan, targeting relatively moderate-income 
households and laying the foundations for the 
development of a secondary market.

Under this approach, Kreditanstalt für 
Wiederaufbau assisted in the establishment of 
the Housing Finance Refinancing Facility, funded 

41. EQzRP Final Report, April 2005.

42. Ibid.
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by a loan of 12 million euro. German Armenian 
Fund–Project Management Unit administered the 
disbursement of these funds through a refinancing 
window to qualified lenders that are banks and 
nonbank credit organizations.

The model was transferred to the Armenian 
government, which replicates the approach through 
the newly established National Mortgage Co.

Purchasing apartments by the government 
from the private sector: A new model for 
meeting the housing needs of the unsheltered 
(unsheltered because areas of their previous housing 
were used for the state’s highest interest and were 
provided to private developers for construction) 
was introduced by the government. The government 
signed an agreement with private developers and 
purchased some apartments in newly constructed 
buildings at Teryan and Moldovakan streets. 
Purchased apartments were allocated to the 
unsheltered based on a donation contract.

Social housing: The new model of social 
housing was piloted in Goris and Yerevan in close 
cooperation with Swiss Agency of Development 
and Cooperation. Apartments were allocated to 
refugees and other socially vulnerable people. The 
new building in Goris belongs to the municipality of 
Goris, but the owner of the social housing building 
in Yerevan is the Mission of Armenia NGO. It is too 
early to evaluate which model is more acceptable in 
the Armenian situation (in the sense of ownership 
rights), but we can state that the government concept 
of social housing will be approved in the near future 
and will become a more acceptable form of housing 

for vulnerable people.

Inventory and registration of common 
areas of apartment buildings: The vast 
majority of apartment buildings in Armenia have 
no technical passports or registered ownership 
rights of the building owners on shared areas. A 
model of inventory and registration of shared areas 
of apartment buildings was introduced under the 
USAID Earthquake Zone Recovery Program’s urban 
housing improvement grant component. While 
renovating pilot No. 155 building and its individual 
apartments, the program implementer, the Urban 
Institute, worked closely with the building residents 
to assist them in establishing a building management 
body (a condominium) and in privatizing apartments. 
The Urban Institute also organized a meeting with 
the municipality and cadastre committee officials 
to clarify the steps for the smooth organization of 
apartment privatization.

While privatization of individual apartments 
was regularized and the Urban Institute, working 
with local government and cadastre, drafted 
publicized procedures for streamlined privatization, 
the initiative aiming to register the ownership 
rights on shared ownership was unprecedented. 
Urban Institute asked local governments to provide 
necessary information on structural integrity 
and technical passports of buildings as well as on 
external infrastructure (water, sewer and electricity). 
Most of the information requested of local 
governments was not readily available, but finally 
all departments of the municipality put together 
all documents that they possessed, prepared new 
design-drawing documents, made all necessary 

A high rate of emigration 
during the 1990s, 
national housing 
privatization, and overall 
absence of an effective 
demand for housing 
caused by a stalled 
economy resulted in the 
availability of underused 
permanent housing 
stock. 

43. Yedigaryan, mher,  Hedstrom, Pamela,  Doce, Eugen. 

Frankfurt School of Finance and management, “Develop-

ment of a Sustainable Housing Finance market (Phase I) 

in Armenia,” Final Report, June 26, 2006 –June 25, 2009.

decisions and approvals (including on construction 
works) for building passport, and approved a 
complete documentation package for the further 
registration of property rights. In the meantime, the 
cadastre committee completed the measurements of 
the apartments and shared areas of the building and 
registered ownership rights not only to individual 
apartments and to shared areas, but also to illegal 
(unauthorized) structures.
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A young girl in her bedroom, in her family’s dilapidated apartment in a Soviet-era apartment building in Karakert.
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Law of the Republic of Armenia on the Legal, Social 
and Economic Guarantees of Persons Displaced 
from the Republic of Azerbaijan During the 1988-
1992 Period and Having Received RA Citizenship. 
Dec. 6, 2000.

Internet
www.armstat.am

www.gov.am 

www.habitat.org

www.cadastre.am 

www.usaid.gov/locations/europe_eurasia/press/
success/2008-04-09.html

A small chapel beside the road to Karakert.
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Annexes

Recent changes in legal framework 
and highlights of current Republic of 
Armenia housing strategies
Analyzing the development and evolution of housing 
legislation, we can easily state that the government 
housing policy during the past 20 years has been 
strongly shaped by three events:

■  The dismantling of the Soviet Union and 
the ensuing process of transition with its 
privatization policies.

■ The 1988 Spitak earthquake.
■  The influx of a large number of refugees as a 

consequence of regional conflicts.

Already on the eve of the independence of the 
Republic of Armenia, the law “On Property in the 
Republic of Armenia” (1990) and the Land Code 
(1991) were adopted. The adoption of the property 
law was aimed at establishing legal grounds for the 
formation of a market economy, the consolidation 
of the business system and property, and the 
development of different types of property.

The Land Code, adopted in 1991, stated that 
“Plots of land attached to houses, as well as the 
plots of land used by the RoA citizens for gardening 
(building a summer cottage) and for constructing a 
house and providing utilities for it, shall be granted 
to them free of charge as ownership.”

The privatization of housing stock started from 

1989 and was terminated on June 23, 2000, when 
it was amended by Article 29 of the “Law on the 
Privatization of the RA State and Public Housing 
Stock,” stating that “The privatization of housing 
stock based on the applications submitted prior 
to Dec. 31, 1998, shall be performed without any 
time restrictions.” On May 30, 2000, the Republic of 
Armenia law “On Privatization for Free Apartments 
in the State Housing Stock” was adopted to allow 
free privatization to the Armenian citizens of the 
apartments considered state property (rented out to 
citizens).  

In 1996, the “Law on Condominiums” was 
adopted. It was amended in 1998. This law 
establishes a new model of multiapartment building 
management. On March 18, 1997, the government of 
Armenia adopted Resolution 47 “On the Approval of 
the Unified Maintenance, Operational, Restoration 
and Servicing Regulations Regarding the Housing 
Stock.” It stated that until the establishment of 
condominiums, the maintenance, operation, 
restoration and servicing of construction in general 
use (building entrances, staircases, elevator pits and 
other pits, outside corridors and nonresidential 
constructions, roofs, attics, service floors) and 
property in general use (elevators; water pumps; 
water supply, sewerage, heating, refuse collection 
and other engineering systems; substructures; load-
bearing constructions; mechanical, electrical and 
sanitary engineering; etc.) in apartment buildings 

were to be carried out by local authorities in 
compliance with urban development regulations and 
the unified maintenance, operational, restoration 
and servicing regulations regarding the housing 
stock.

The enactment of the Civil Code put in force 
on Jan. 1, 1999, constituted an important step in 
providing a conclusive legal environment for the 
housing sector, in particular with regard to property 
rights and the development of a functioning 
housing market. The new Civil Code consists of 
11 sections, with corresponding chapters and 
articles, and is devoted to the right of ownership. 
The right of personal ownership of citizens consists 
of the privileges to possess, use and dispose. Many 
articles deal with the origin and termination of 
the right of personal ownership, legal guarantees 
for the protection of the given right, terms and 
conditions for housing lease, etc. Residential 
housing is considered one of the most important 
objects of personal ownership because it satisfies 
one of the most vital human needs: housing. The 
citizen’s right of personal ownership to a residential 
house (or apartment) arises when the structure is 
built or obtained in accordance with the law. In 
order to build a house, a citizen is allocated land in 
accordance with the established procedure.

The Civil Code of Armenia didn’t cover some 
gaps in the legal framework. Rental housing is not 

Annex 1
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adequately treated. The Civil Code provides only 
basic regulations and procedures for establishing 
contracts between landlords and tenants. Beyond 
these, the Civil Code relies on the individual 
contracts to regulate all details. In practice, those 
individual contracts are often not concluded at all, 
and most apartments in the rental housing stock 
are rented informally. Since the law “On State 
Registration of Property Rights” (1999) was already 
in force at the time this procedure was adopted, it 
would appear reasonable to form leases with people 
having received housing based on the decisions of 
housing allocation. The lease is further subject to 
notarization and state registration in the Subdivision 
of State Cadastre of Real Estate. The responsibility 
of the state in the area of housing provision to 
socially vulnerable citizens—in particular the elderly, 
homeless and refugees—is not specified in any 
legislative acts. 

After the establishment of the State Registry 
of Real Estate (1998-99), the task of registering all 
kinds of property rights (ownership, use, servitude, 
collateral, after November 2005 also construction 
rights) was undertaken. But there are a lot of 
problems of inadequate property registration, and 
the registration process of “unauthorized buildings 
and unauthorized land occupation” is not finalized. 
However, an important step toward regulating this 
sector was the enactment in 2003 of the law “On 
Unauthorized Buildings and Unauthorized Land 
Occupation,” which provides the basis for bringing 
the significant number of informal structures (250,000 
units out of 400,000) into the formal housing market. 
The law provides detailed regulations and instruction 
on how these structures are to be legalized. However, 

the resulting financial implications are likely to 
prevent many from taking this step.

The new Land Code (2001), the law “On the 
Legalization of Unauthorized Buildings and Land 
Occupation” (2003-07), the law “On Local Self-
Government” (adopted in 1996, amended in 
2002), the law “On Condominiums” (2002), the 
law “On Multi-Apartment Building Management” 
(2002), the law “On the Legal, Social and Economic 
Guarantees of Persons Deported from the Republic 
of Azerbaijan During the 1988-1992 Period and 
Having Received RoA Citizenship” (2002), and the 
law “On Ratification of the EQZ Comprehensive 
Recovery Program” (2001) finalized adoption of 
the laws regulating housing stock. New changes in 
legislation adopt new strategy: How to make possible 
the legal regulation of the primary and secondary 
mortgage market.

In 2005, the legislative package had been 
prepared “to assess the existing legal framework 
for mortgage finance in Armenia, identify gaps and 
weaknesses in the laws, and advise the government 
of Armenia on areas where improvements or 
additions are needed, both in primary market 
laws and in the legal framework necessary for 
development of a secondary market for mortgage 
funding.”44 As a result, many laws (including 
Republic of Armenia Civil and Land Codes, the 
laws “On State Registration of Property Rights,” 
“On Compulsory Enforcement of Court Decrees,” 
“On Multi-Apartment Building Management,” “On 
Licensing,” etc.) were amended. In 2007, the new law 
“On Evaluation of Real Property” was amended. As a 
result of these amendments, in November 2005, the 

Housing Code of 1982 was repealed.

In 2008, two new laws were adopted: “On 
Covered Mortgage Bonds” and “On Assets 
Securitization and Assets Backed Securities.” This 
is the new stage of development in housing finance 
and solving housing problems of the middle-income 
population of Armenia (more detailed information 
about development of housing legislation in the 
1980s and 1990s can be found in “Transformation of 
the Housing Right in Armenia: 1988-2002; A Survey 
of Legislation and Practice- UNHCR-2004”).

The Armenian government has not yet 
formulated its policies to develop a comprehensive 
national housing strategy and to address all housing 
problems effectively. It is important to legally 
announce government obligations to the socially 
vulnerable groups along with the ways of solving 
their housing problems using a public-private 
partnership model.

To develop a national strategy, the government 
needs to monitor the implemented and current 
projects from the past 15-20 years and compare all 
recommendations, suggestions and lessons learned 
during implementation of the projects developed 
by governmental or other donor organizations. The 
government should take into account the economic 
development of the country, the overall poverty 
reduction strategy, and the evaluation of main 
risks for vulnerable groups in Armenia who have 
difficulties meeting their own housing needs.

44. Rabenhorst, Carol S. et al. “Development of a Sustainable 

market for Housing Finance in Armenia: Feasibility Study 

and Project Design,” Washington, D.C., September 2005.
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Based on Government Decision 878, as of 
July 24, 2008, the government approved its action 
plan for 2008-12, which is a document about the 
priorities of Armenia’s sustainable development in 
different fields. Among issues in the field of urban 
development, special attention was paid to housing 
projects for the socially vulnerable groups, which 
according to the government are:

■  Earthquake-displaced households in the 
earthquake zone.

■ Refugee households.
■ Children remaining without parental care.
■ Socially vulnerable new families.
■ The disabled or groups with partial mobility.

The priorities in the field of urban development 
are:

■  Support projects for the management and 
maintenance of multiapartment buildings. 

■  Upgrade communal infrastructure in 
multiapartment buildings, monitoring 

Property (1999).
The Law on the Gratis Privatization of 

Apartments in the State Housing Stock (2000).
The New Land Code (2001).
The Law on the Legalization of Unauthorized 

Buildings and Land Occupation (2003-07).
The Law on Local Self-Government (adopted in 

1996, amended in 2002).
The Law on Condominiums (2002).
The Law on Multi-Apartment Building 

Management (2002).
The Law on the Legal, Social and Economic 

Guarantees of Persons Deported from the Republic 
of Azerbaijan during the 1988-1992 Period and 
Having Received ROA Citizenship (2002).

The Law On Ratification of the EQZ 
Comprehensive Recovery Program (2001).

The Law on Appraisal Activities of Real Estate.
Law on Covered Mortgage Bonds.
Law on Assets Securitization and Assets Backed 

Securities.

Many Armenian families 
who lost homes 
in the 1988 Spitak 
earthquakes were 
moved into “domiks,” 
metal structures meant 
to provide temporary 
shelter. Twenty-two 
years later, many 
families still live in 
domiks without water, 
gas or electricity.

communal services (service provider-
customer) in the buildings.

■  Strengthen the concept of social housing 
(adoption of the law and regulations on 
improvement of housing conditions).

List of key legislation (1990-2009)
The Law on Property (1990-99).
The Land Code (1991-2001).
The Law on the Privatization of State and Public 

Housing (1993). 
The Law on Land Taxation (1994).
The Law on Real Estate (Property) Taxation 

(1995).
The Law on Real Estate (1995-99).
The Law on Condominium (1996, amended in 

1998, was in force until May 7, 2002).
The Civil Code (1998, put into force from Jan. 1, 

1999, with important changes related to the housing 
and real estate from November 2005).

The Law on Registration of the Rights to the 
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Forms of housing tenure
Housing stock

Total Urban Rural

1989 1993 1989 1993 1989 1993

Total housing stock100 100 100 100 100 100

Local city council 44.8 42.1 66.4 63.7 1.2 1.1

Village council - 3.4 - - - 9.9

State-owned (central budget) 0.5 0.4 0.4 0.3 0.9 0.6

Self-sustaining organizations 
and enterprises

7.1 2.6 4.7 2.9 12.1 2.0

Public organizations 0.1 0.1 0.1 0.1 0.1 -

Housing and 
construction cooperatives

4.4 4.4 6.5 6.6 - -

Personal property of 
individuals

43.1 47.0 21.9 26.4 85.7 86.4

Table 1: Tenure Distribution in 1989 and in 199345

Annex 2

45. Steven Anlian and Irina Vanyan. 

“An Overview of Armenia’s Reform: 

Housing and Urban Development 

Policy, 1989-1995.” 

46. Steven Anlian and Irina Vanyan. 

”An Overview of Armenia’s Reform: 

Housing and Urban Development 

Policy, 1989-1995.”

Year 1980 1985 1988 1989 1990 1991 1992 1993 1994

Total constructed apartments 15.4 16.6 14.5 10.3 17.8 20.9 4.2 4.2 3.0

State enterprises and organizations  0    0    0    0    0    0   0   0   0

Public organizations 12.8 13.7 11.6 14.6 13.9 12.1 3.1 3.5 2.5

Housing  cooperatives 0 0    0    0    0    0    0   0   0

By private individuals, at their own 
expense or using state credits

2.5 2.9 2.9 4.7 3.4 8.8 1.1 0.7 0.5

Collective farms 0.1   0   0   0   0   0  0   0   0

Source: State Statistics, Registration and Analysis Department, Republic of Armenia.

Annex 3

Table 2: Number of Housing Units Produced (thousands)46
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Annex 4
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 Location Families Organization Year of 
completion Comments

 Syunik     

1 Sissian 40 UnHCR 1996-97  

2 Sissian 16 UnHCR 2001  

3 Sissian/HPC 2 UnHCR 2004  

4 Goris 14 UnHCR/nRC 1998  

5 Goris 40 UnHCR 2005
Construction 
is ongoing

6 Goris/Foster Family 24 UnHCR 2005 Projected

7 Khot/HPC 1    

8 Kapan/HPC 22 UnHCR 2004  

9 Syunik/HPC 1 UnHCR 2004  

10 meghri/HPC 0 UnHCR 2004  

11 Agarak/HPC 1 UnHCR 2004  

12 Uyts/HPC 0 UnHCR 2004  

13 lehvaz/HPC 1 UnHCR 2004  

14 Vardanidzor/HPC 1 UnHCR 2004  

 Subtotal Syunik 163    

Yerevan

1 Jrvej 24 UnHCR 1999  

2 Vardashen 71 UnHCR 1999  

3 nor nork 60 UnHCR/nRC 2000  

4 Shirak 2a 16 nRC 2000  

5 nor nork 132 UnHCR 2001  

6 nubarashen 87 UnHCR 2001  

7 G-3 72 UnHCR 2002  

8 Avan 44 UnHCR 2003  

9 Silikyan 66 nRC 2003  

10 Silikyan 60 nRC 2005 Projected

11 Elevator build 48 nRC 2004/05
Construction 
is ongoing

 Subtotal Yerevan 680    

Annex 5
Housing for Refugee Families Constructed Under UNHCR, NRC and Other Donor Funding

Kotayk

1 Abovyan 36 UnHCR 1994  

2 Abovyan 80 UnHCR 1995  

3 Charentsavan 68 UnHCR 1995  

4 Charentsavan 88 UnHCR 1995-97  

5 Charentsavan 40 UnHCR 1999  

6 Bureghavan 96 UnHCR 1994-95  

7 Bureghavan 44 UnHCR 2000  

8 Bureghavan 48 nRC 2001-2002  

9 zoravan 5 nRC 2002  

10 Kasakh 100 UnHCR 1995  Cottage

11 nor-Artamet 50 UnHCR 1995  

12 nor-Artamet 28 nRC 1998-99  

13 nor-Artamet 51 nRC 1999-2000  

14 nor Hajin 54 UnHCR 1996-97  

15 Egvard 54 UnHCR 1996-97  

16 Arzni 97 UnHCR/nRC 1997  

17 Kanakeravan 9 nRC 2001-02  

18 Hrazdan 16 UnHCR 2000  

19 Hrazdan 39 UnHCR 2003  

20 Hrazdan 27 UnHCR 2003  

21 Hrazdan 36 UnHCR 2004  

 Subtotal Kotaik 1,066    

      

 Aragatsotn     

1 Karin 107 UnHCR 1994-95   Cottage

2 Karin 13 OXFAm 1998  

3 Ashtarak 160 UnHCR 1995-96  Cottage

4 Ashtarak 8 State Budget 1998  

5 Ashtarak 48 UnHCR 2002  

6 Jrambar 90 UnHCR 1999  

 
Subtotal 
Aragatsotn

426    
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 Vayots Dzor     

1 Yeghegnadzor 40 UnHCR 1996  

2 Jermuk 40 State Budget 1998  

 
Subtotal 
Vayots Dzor

80    

      

 Shirak     

1 Gumri 45 UnHCR 1996  

2 Gyumri 34 nRC 2002-04  

3 Gyumri 16 nRC 2002-04  

4 Gumri/HPC 7 UnHCR 1996  

 Gunri 24 UnHCR 2005  

5 Arjut 20 UnHCR 1995  

6 Artik 40 UnHCR 1998  

 Subtotal Shirak 186    

      

 Ararat     

1 Khachpar 10 UnHCR 1994  

2 Hayanist 160 UnHCR 1995  

3 Vosketap 57 UnHCR 1996-97  

4 Artashat 44 UnHCR 2000  

5 Artashat 44 UnHCR 2001  

6 Artashat 18 State Budget 1998  

7 Ararat 32 UnHCR 2004  

8 Ararat 27 nRC 2004-05  

9 zorak 22 nRC 2002-03  

10 Kanachut 6 nRC 2004  

11 Deghdzut 10 nRC 2004  

12 noyakert 2 nRC 2004  

13 Sis 1 nRC 2004  

14 Kaghtsrashen 1 UnHCR 2005 Projected

15 norashen 2 UnHCR 2005 Projected

16 Verin Dvin 2 UnHCR 2005 Projected

17 nerkin Dvin 1 UnHCR 2005 Projected

18 mkhchyan 2 UnHCR 2005 Projected

19 nor Kyank 1 UnHCR 2005 Projected

20 Vedi 1 UnHCR 2005 Projected

21 Urtsadzor 1 UnHCR 2005 Projected

22 Yeghegnavan 1 UnHCR 2005 Projected

 Subtotal Ararat 445    

      

 Armavir     

2 Echmiadzin 28 UnHCR 2003  

3 Echmiadzin 20 UnHCR 2004  

4 metsamor 46 State Budget 1995-96  

5 Armavir 210 UnHCR 1995-96  

6 Armavir 24 UnHCR 2001  

7 Bagramyan 63 UnHCR 1996-97  

8 Voskehat 27 UnHCR/nRC 2000  

9 lukashin 44 UnHCR 2002  

 Subtotal Armavir 704    

Annex 5 (continued)
Housing for Refugee Families Constructed Under UNHCR, NRC and Other Donor Funding
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 Location Families Organization Year of 
completion Comments

 Lory     

1 Stepanavan 52 UnHCR/nRC 1999  

2 Vanadzor 40 UnHCR 2001  

3 Vanadzor 16 UnHCR 2002
Joint project 
with JmF

4 Vanadzor/HPC 14 UnHCR 2004
Joint project 
with JmF

5 Tashir 16 UnHCR 2002
Joint project  
with JmF

6 Spitak 54 UnHCR 1996-97  

7 Ghursaly 23 nRC 2004  

8 nor Khachakap 25 nRC 2004  

9 Jrashen 3 nRC 2004  

 Subtotal Lory 243    

      

 Gegharkunik    

1 Gagarin 46 UnHCR 1996-97  

2 martuni 24 UnHCR 1998  

3 Chambarak 16 UnHCR 1998  

4 Gavar 24 UnHCR 2000  

5 Sevan 24 Armenia Fund 1994  

6 Sevan 21 State Budget 1995  

7 Sevan 24 State Budget 1998  

8 Sevan 42 UnHCR 2000  

 
Subtotal 
Gegharkunik

221    

Annex 5 (continued)
Housing for Refugee Families Constructed Under UNHCR, NRC and Other Donor Funding

Tavush

1 Ijevan 23 UnHCR 2000  

2 Ijevan 15 UnHCR 2001  

3 Ptghavan 22 nRC 2001-02  

4 Hakhtanak 14 nRC 2002  

5 Bagratashen 12 nRC 2002  

6 zorakan, Berdavan 10 nRC 2002  

7 Debedavan 9 nRC 2002-03  

 Subtotal Tavush 105    

      

GRAND TOTAL 4,319
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Annex 6

Figure 2: Dynamics of Transactions’ Quantity and Indicators of Activation in the Republic and in Yerevan in 1998-200747

Figure 3: Dynamics of Annual Increase of Market Average Prices for the Apartments and Dwelling Houses in Yerevan Comparing 1999-2007

47. RoA SCREC.
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Annex 7

Total surface in thousands of square meters

Total Percent of total Urban settlements Percent of urban areas Rural areas Percent of rural areas 

Yerevan 21,446.5 25.2 21,446.5 48 – –

Aragatsotn 4,551.2 5.4 1,132.9 2.5 3,418.3 8.5

Ararat 8,287.6 9.8 1,611.5 3.6 6,676.1 16.6 

Armavir 10,724.9 12.6 2,689.8 6.0 8,035.1 19.9

Gegharqunik  7,088.8 8.3 2,674.1 6.0 4,414.7 11.0 

lori 8,649.3 10.2 4,933.2 11 3,716.1 9.2

Kotayk  6,409.2 7.5 3,267.5 7.3 3,141.7 7.8 

Shirak 7,765.1 9.1 3,179.8 7.1 4,585.3 11.4

Syunik 3,558.1 4.2 1,907.2 4.3 1,680.9 4.2 

Vajots Dzor 2,170.7 2.6 538.8 1.2 1,631.9 4.0 

Tavush 4,303.8 5.1 13.27.8 3.0 2,976.0 7.4 

Total 84,985.2 100.0 44,709.1 100.0 26,996.0 100.0 

Source: RoA National Statistical Service

Total surface in thousands of square meters

Table 3: Republic of Armenia Housing Stock

Annex 8

 Total number of housing units
Number of units by type of housing

Multiunit buildings Single-family houses

1989 2009 1989 2009 1989 2009

Total 650,826 822,102 361,166 429,512 289,660 392,590

Urban areas 437,510 536,390 329,670 402,036 107,840 134,354 

Rural areas 213,316 285,712 31,496 27,476 181,820 258,236 

Sources: MoUD, RoA National Statistical Service

Table 4: Types of Housing
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Annex 9

Table 5: Breakdown of Building “Ages”

Year of construction Number of 
constructed buildings Age of the buildings Percentage of total

By 1950 2,734 60 years old and more About 13 percent

1951-1970 6,288 40-60 years old About 29 percent

1971-1980 5,233 30-40 years old About 24 percent

1981-1990 4,813 20-30 years old About 22 percent

1991-2000 2,035 10-20 years old About 10 percent

After 2001 364 8 years old and younger About 2 percent

Source:  www.armstat.am 

                                        Residential buildings, square meters total floor space

2004 2005 2006 2007 2008

Republic of Armenia, including at the expense of: 293,991 353,321 385,735 480,495 521,148

 State budget 12,056 26,088 11,291 63,450 24,645

 Humanitarian aid, of which: 4,446 10,374 6,863 3,824 -

  “Hayastan” All Armenian Fund 656 656 1,312 - -

  U.n. 3,790 1,058 2,640 896 -

  nRC - 8,660 2,911 2,928 -

 Organization’s funds 4,936 34,567 65,082 64,342 124,668

 Population’s funds 272,553 282,292 302,499 348,879 371,835

Source:  www.armstat.am , Socioeconomic situation of Armenia as of August 2009

Annex 10

Table 6: Residential Buildings Put into Operation Based on Source of Funding
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Annex 11

Table 7: Breakdown of Unsheltered Households and Households 
in Need of Improved Housing Conditions in Armenia:   

Total 66,023

Unsheltered households 30,000

Households in need of improved housing conditions 36,023

1.   Total number of households selected within the framework of state 
programs

16,000

 Including:
  Unsheltered households
  Households in need of improved housing conditions

15,000 
1,000

2.  Unsheltered households included in the system of poverty family 
subsidy outside the state programs

15,000

3.  Households living in overpopulated apartments 33,110

4.  Households living in dormitories 1,913
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Annex 12

Table 8: Housing Projects Supported by State

Foreseen by 
the project 2001-05 total (actual) 2006 (actual) 2007 (actual) 2008 (actual) Demand as of 

Jan. 1, 2009

Project name number of 
families

number of 
families

Funds in millions 
of AmD (with 
current prices)

number of 
families

Funds in 
millions of 
AmD (with 
current prices)

number of 
families

Funds in 
millions of 
AmD (with 
current 
prices)

number of 
families

Funds in 
millions of AmD 
(with current 
prices)

number of families

1 2 3 4 6 7 6 7 6 7 5

TOTAL 33,730 16,820 53,765.3 1,288 4215.8 472 2092.8 1283 4811.5 14723

Of which:

 Housing of unsheltered households 28,458 15,693 52,626.4 578 2426.8 472 2092.8 573 3022.5 11451

 Improvement of housing conditions 5272 1127 1,138.9 710 1789.0 710 1789.0 3272

1.   Project supporting housing 
solutions of the residents multi-unit 
buildings subject to demolition 
(exclusive earthquake zone – GoAm 
Decision 682)

895 132 843.1 763

 Yerevan 879 132 843.1 747

 Armavir, village Voskehat 16

2.   Project supporting housing 
solutions of the residents deprived 
of housing due to taking land plot 
for state and community needs 
(GoAm Decisions 683 as of Oct. 25, 
2000; 1070 as of Oct. 6, 2001; 200 as 
of march 15, 2001; 1255 as of Dec. 
24, 2001)

375 375 2,023.7

 Yerevan 362 362 2,012.9 0

 Kapan 13 13 10.8 0

3.  Project (phase 1) supporting 
housing solutions of the residents 
of individual houses in the localities 
next to state border damaged as a 
result of shelling (GoAm Decisions 
343 as of April 25, 2001; 845 n as of 
may 30, 2002)

534 209 240.0 301

 From which: 

 - destroyed or to be destroyed 174 174 214.4 0

 - to be renovated 360 35 25.6 24 45 301
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Annex 12 (continued)

4.  Project supporting housing 
solutions of the residents of 
Voghjaberd village, Kotayk region 
(GoAm Decision 1088 n as of July 
25, 2002)

193 59 258.9 4 30.3 130

5.  Housing solutions for people 
displaced from Artsvashen village 
(GoAm Decision 1408 A as of Sept. 
5, 2002)

633 633 50.0 547

6.  Housing solutions for the residents 
whose houses were damaged as a 
result of July 18, 1997, noyemberyan 
earthquake (GoAm Decision 1274 n 
as of Oct. 08, 2003).

1,624 1,624 1,052.4 32

7.  Priority project of housing provision 
for  people displaced from 
Azerbaijan from 1988 to 1992 (GoAm 
Decision 747 n as of may 20, 2004)

3,514** 213 482.9 175 875.0 177 875.0 2,796

 Housing purchase certificates 3,262** 213 482.9 175 401.2 153 784.4 177 1,420.2 2,544

  Completion of unfinished residential 
houses

252 252

8.  Project for solution of housing 
problems of residents of the 
wooden houses in the village of 
lernadzor, Syunik Region (GoAm 
Decision 1607 n as of nov. 11,  2004)

66 9 40.0 9 40.0 12 40.2 36

9.  Priority solution of housing 
problems of the residents of houses 
of Shatin village, Vayots Dzor region, 
which are under the influence of the 
zone of stone fall (GoAm Decision 
1260 n as of Sept. 9, 2004, and 1797 
n as of Dec. 23, 2004) 

115 25 89.0 25 103.7 9 56.4 56



Armenia Housing Study 59

Annex 12 (continued)

10.  Solution of housing problems of 
the residents of residential houses 
under the influence of the zones of 
land sliding and stone fall (GoAm 
Decision 1074 n as of nov. 7, 2001)

398 12 53.8 32.0 223.3 50 213.5 304

11.  Solution of housing problems of the 
children remaining without parental 
care (GoAm Decision  983 n as of 
July 23, 2003)

260 139 710.3 121

12.  Improving housing conditions for 
families of killed soldiers (RoA 
law on Social Security of military 
Servicemen)

2023 426 800.0 710 1,789.0 710 1,789.0 177

13.   Improving housing conditions of the 
residents of houses near the state 
border (RoA law on Comprehensive 
Development of the Regions nearby 
the State Border*)

2261 13 13.9 2248

14.  Improving of housing conditions 
for repressed families (RoA law on 
Repressed Persons)

355 55 275.0 300

15.  Earthquake zone Recovery 
Comprehensive Program (RoA 
law on Approving Comprehensive 
Program of the Earthquake zone. 
The project has been implemented 
under the support of  lincy 
Foundation and USAID)

20,484** 12,908 46,886.1 357 1,354.3 415 1,742.5 346 1,934.0 6,912

 -  Earthquake-displaced households 
in urban areas

17,916 11,936 44,229.1 224 479.3 314 927.5 253 1,119.0 4,742

 -  Earthquake-displaced households 
in rural areas

2,568 972 2,657.0 133 875.0 101 815.0 93 815.0 2,170

*  Housing problems of the residents of 13 houses demolished or subject to demolition as a result of shelling of localities included in the project has been solved  
within the frame of the project approved by GoAM Decision 343 as of April 25, 2001.

**  Number of families is provided based on the results of project implementation.
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Urban development subsector 2009-12

TOTAL 9,672

Including by priorities

1. Spatial development and planning, total 1,802

    Of which

     1.1. national, regional and local urban development documents and designs 1,053

  1.2. Planning of specially regulated urban development objects 209

  1.3.  Historic buildings, architectural and natural heritage conservation and recovery program 
development

100

  1.4. Implementation of a project on deployment of national urban cadastre 170

  1.5. legal reforms in urban development sector 270

2. Earthquake-resistant construction and design 1,065

 Of which

  2.1.  Formulation of a program for preparation of apartment block technical documentation 
package

5

  2.2. Apartment block technical documentation packages for 10,000 buildings * 1,060

3. Reduced impact of geological hazards, total 960

 Of which

  3.1. Prospecting and monitoring of most hazardous landslide areas 811

  3.2. Review of technical conditions of housing 140

  3.3. Development of a national program to combat landslides ** 9

4. Improvement of housing conditions, total 5,845

 Of which

  4.1. Development of a project on provision of housing for homeless households *** 70

  4.2. measures for management, conservation and maintenance of housing stock **** 5,775

Annex 13

Table 9: Public Funding Estimates for Urban Development Sector, SDP Framework, 
2009-12 (in millions of Armenian dram)

Comments
*  The project implementation will be sustainable and during 2013–16 will cover the remaining 12,000 buildings.
**  Implementation of measures of the national program to combat landslides will start in 2013.
***  The final size of public funding for provision of housing to the homeless will be based on the developed project.
****   AMD 5.250 billion will be used for maintenance and modernization of building infrastructure, while AMD 525 million will be used for 

improvement of institutional framework and strengthening of capacities of management bodies.

Source: RoA: Second PRSP; December 2008 IMF Country Report No. 08/376
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Annex 14

Table 10: Dynamics of Poverty Situation in Armenia (percent)48

48. www.armstat.am

2004 2005 2006 2007 2008 2008/2004

Regions Very poor Poor Very poor Poor Very poor Poor Very poor Poor Very poor Poor Very poor Poor

Aragatsotn 5.6 35.4 3.1 32.3 2.6 27.5 3.0 22.2 1.5 20.7 -72.8 -41.6

Ararat 6.4 32.7 7.4 30.09 5.5 27.0 3.5 25.5 2.8 24.9 -55.6 -23.9

Armavir 6.6 36.0 3.8 31.6 3.4 30.8 3.8 30.7 2.6 26.7 -60.7 -25.8

Gegharquniq 4.5 41.9 2.9 36.8 2.6 29.8 2.5 29.6 1.2 24.8 -73.7 -40.8

Lori 4.5 31.3 5.8 28.8 5.5 27.0 3.6 26.8 4.1 25.1 -8.2 -19.7

Kotayq 9.2 39.3 8.7 34.5 8.1 32.0 6.1 30.0 3.2 29.5 -65.3 -24.8

Shirak 10.4 48.8 4.3 42.5 3.7 37.3 6.0 32.1 6.0 30.6 -41.9 -37.3

Syuniq 5.9 36.5 2.3 28.9 2.1 25.3 3.7 24.0 1.7 19.6 -71.6 -46.4

Vayots Dzor 4.1 28.9 1.8 19.2 1.3 11.4 2.3 13.7 1.1 16.6 -74.1 -42.6

Tavush 3.3 30.5 3.8 25.8 3.3 23.5 3.3 21.6 2.6 19.8 -21.5 -35.0

Yerevan 6.1 29.2 3.6 23.9 3.5 21.0 3.2 20.0 3.2 19.7 -47.6 -32.5

Total 6.4 34.6 4.6 29.8 4.1 26.5 3.8 25.0 3.1 23.5 -51.2 -32.1
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Property rights

P1. Barriers for ownership are removed 
completely. The legislation respects the rights of all 
citizens of the Republic of Armenia to own land, 
regardless of gender: women are allowed to inherit 
and own land, husband and wife can jointly own 
land. Moreover, foreigners and noncitizens have the 
right to own (nonagricultural) land.

P2. Titles of long-term residents of squatter 
communities are registered completely. Housing 
leadership of Armenia in the name of SCREC 
supports the regularization of properties and the 
provision of property titles, and it is spelled out 
in the policy documents. More than 96 percent of 
families have ownership title for their housing.

P3. The registration of all residential land 
is complete. The provision of ownership title 
for residential land is addressed in government 
documents. This function is the responsibility of 
SCREC. An estimated 96 percent of all properties 
in the metropolitan areas have ownership titles. The 
rest are not allowed to register their titles as those 
properties have some damage or are under a slum 
clearance plan.

P4. Government tax policies in general do not 
favor homeownership over rental housing. There 
are no mortgage interest and tax deductions for 
homeowners. The only exception is a 50 percent 
tax deduction for military personnel. Nor are there 
tax deductions for construction of affordable rental 
housing, except those funded by international 
humanitarian organizations.

Annex 15
Analysis of Global Housing Indexes Indicators

P5. Evictions often are illegal, without proper 
compensation and resettlement. Although in 2008 
(the most recent year with available numbers) there 
has not been any mass eviction in the country, it is 
reported that about 2,000 households were evicted 
in Yerevan during 2001-04 in the territory of the 
current Northern Avenue and Main Avenue. People 
were evicted without any rules. Most of them were 
provided with measurable compensation that did not 
allow them to purchase similar houses. People were 
not informed about those evictions properly. Most of 
them received only a few days’ notice to either sign 
a contract for compensation or be evicted. Many 
people were evicted by force.

P6. The clearance of low-income communities 
for more profitable development is in place, but it 
has a tendency to be minimized. Slum clearance 
and redevelopment is a responsibility of local 
governments and is reflected in their policies, if 
needed, based on city council decisions and mayoral 
decree (for example, the Northern Avenue, Gyumri 
development plan). The government has been 
approving provision of territory of low-income 
neighborhoods for disposition and redevelopment 
by private developers (e.g., Northern Avenue). An 
estimated 0.44 percent of low-income areas that were 
cleared in Yerevan in 2007 will be redeveloped for 
private use.

P7.  The public housing stock is privatized, 
and restrictions on the sale of the units are 
minimized. The housing leadership actively supports 
privatization; it is reflected in the policy documents. 

The share of privatized property is 96 percent.

P8. The illegal occupation of land for housing 
generally is not tolerated unless there are land 
ownership or construction rights. The required 
minimum number of years of occupation before 
the government permits titling is 10 based on Civil 
Code, but titling might not be allowed at all.

The housing finance regime

F1. Government monetary and fiscal policies 
support mortgage lending. According to the Central 
Bank of Armenia, the inflation rate for 2007 was 6.5 
percent. The exchange rate of U.S. dollars for 2007 was 
AMD 341 to US$1. Share of banking sector assets in 
government bonds for 2007 was 7.9 percent.

F2. Mortgage lending is not liberalized fully. 
Although banking is not restricted by geographical 
regions, there are no ceilings on interest rates for 
bank deposits. Commercial banks are allowed to 
engage in mortgage lending. Construction lending 
for residential infrastructure and for housing is 
allowed, and mortgage lending is not restricted 
to newly built houses. Mortgage lending is not 
available for the construction of rental housing. 
The government directs bank credit to small 
and medium-sized business sectors, agriculture, 
renewable energy sector and mortgages.

F3. No mortgages are given at subsidized interest 
rates (with the exception of the staff of some banks, 
such as HSBC, who receive mortgage loans with 
discounts), but such mortgages are expected in the 
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although those standards are not mandatory. 
Mortgage insurance is readily available.

F7. Microcredit for housing is available. There 
is a ceiling for lending interest rates. Organizations 
providing microcredits are licensed and require 
annual audits. The volume and size distribution of 
microcredits for housing is not reported annually to 
the regulatory agency.

Housing subsidy regime

S1. Housing subsidies still make up a small part 
of the state budget, but their portion in the budget is 
increasing. Housing is one of the 10 highest priorities 
in the platform of the current government. There is 
no Housing Ministry, but the housing department is 
the key department of Armenia’s Ministry of Urban 
Development. The annual housing budget of the 
current government increased by 200 percent in 
comparison with the previous government budget, 
although in 2007 the housing budget was only 5 
percent of the state budget.

S2. Housing subsidies are not well-targeted at 
low-income families: mortgage interest payments do 
not constitute a deduction in income tax calculation. 
The estimated share of the housing agency’s budget 
dedicated to all forms of homeless assistance is 10 
percent. Funds are dedicated in the government 
budget to upgrade home and infrastructure of low-
income households. There are only grants and credit 
funds for this purpose.

S3. The housing agency is not sufficiently 
engaged in the production, financing and 

management of public housing. There is no public 
housing construction by a state housing agency 
besides some built by the Yerevan Municipality and 
the Ministry of Defense. There is a privatization 
plan, and nearly all existing public housing stock is 
privatized. There is also private-sector engagement 
in the government housing projects, particularly in 
the reconstruction of the earthquake zone (Gyumri, 
Spitak cities and the environs) through state 
programs. The civic sector is barely engaged in the 
government housing programs.

S4. Although most subsidies are directed to 
the beneficiaries rather than the producers of 
housing, their share is still low. National housing 
agency leadership actively supports shifting housing 
subsidies from producers of completed housing units 
to the beneficiaries. The estimated share of housing 
subsidies given to direct production of completed 
housing units by public and private developers 
has declined since 2007. That year, US$2.5 million 
was spent for constructing houses in rural areas, 
30 percent of the 2007 state housing budget. No 
housing subsidies were given in rent supplements, 
housing allowances or interest rate subsidies, 
nor are grants given directly to beneficiaries or 
toward infrastructure upgrading for low-income 
communities. There are just social benefits. There 
may be some housing subsidies for the earthquake 
zone soon. Existing subsidies are mainly donations.

S5. Subsidy cost per household is reduced. 
The subsidy in the government program with the 
highest subsidy per household in 2007 (AMD 5 
million) declined compared with that of 2006 (AMD 
10 million). Estimated median household annual 

future. So far, there is no government housing bank, 
nor is there a government agency that provides 
mortgages.

F4. Mortgage lending is sufficiently protected 
from undue risks. Banks are not required by law 
to investigate borrowers’ credit using professional 
services, but some banks do. Although there is 
no legal upper limit on both loan-to-value and 
loan payment-to-monthly income ratios for 
bank mortgage loan, banks define such limits by 
themselves. Mortgage lending does not require 
regular audits. The volume and size distribution of 
mortgages is reported to the regulatory agency.

F5. A lender’s interest in collateral is not 
sufficiently protected. Ninety-six percent of 
residential properties have ownership titles, but 
banks do not view property title as sufficient 
collateral, and most of them require personal 
guarantees depending on the amount, the client 
and the type of property. Two months are required 
for banks to register a lien on a property used for 
collateral. The same period is required to foreclose 
on a mortgage and transfer the property to the bank, 
but it can take up to a year depending on the case.

F6. There are some prerequisites for the 
secondary market to become operational. There 
is no legislation for the creation of a secondary 
mortgage market. Banks do not issue mortgage 
bonds. Mortgage-backed securities are not traded 
in the stock market. Although there is no secondary 
mortgage market in Armenia, the government makes 
efforts to introduce and develop it (two draft laws 
have been developed). Mortgages are standardized, 
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income in urban areas in 2007 was AMD 1.23 
million. An estimated 850 households (400 in 2006 
and 450 in 2007) benefited from all government 
housing programs.

S6. Coupling of subsidies to loans is common. 
The government has announced its intention to 
provide up-front subsidies as a part of the down 
payment on a mortgage loan. It provides housing 
improvement subsidies to military personnel, the 
families of victims of war, and some subsidies 
to people left homeless by earthquakes and 
immigration). The estimated percentage of all up-
front subsidies last year was greater than 10 percent, 
an increase over the past two years. In 2007, AMD 
3 billion was provided in the form of microloans for 
housing improvement, particularly for renovation of 
elevators and apartment building roofs.

S7. Subsidies with the multiplier effect are 
common. No subsidies for titling are provided 
by the national housing. Some subsidies given 
by the national housing agency in 2007 were 
for infrastructure improvements in low-income 
settlements. The World Bank provided those funds, 
which were for the improvement of the water supply. 
Some subsidies given by the national housing 
agency in 2007 were for renovation of elevators and 
apartment building roofs.

S8. The housing subsidy system is transparent 
and well understood. The government does not 
insure mortgages issued by the private sector below 
the cost of such insurance. The estimated amount of 
foregone taxes given as housing subsidies is known. 
There are no public banks. The state does not provide 

mortgage loans (although there were cases in the 
earthquake zone in 1998).

Residential infrastructure

I1. Infrastructure services in informal settlements 
are not upgraded. Housing agency leadership does 
not support infrastructure upgrading in informal 
settlements. There is no recent policy document 
addressing the need for infrastructure upgrading in 
informal settlements, nor is there an infrastructure-
upgrading program for informal settlements at the 
national and local levels.

I2. Infrastructure for urban expansion is 
prepared partially. The municipal leadership in 
cities supports preparing plans for urban expansion, 
and there are approved physical plans to this end, 
particularly in the earthquake zone (Gyumri until 
2012, and Spitak and Stepanavan). Urban expansion 
is not planned in Yerevan and its environs. Because 
of lack of funds, there are no capital investment plans 
for urban expansion to accommodate population 
growth in the capital city. There is a program for 
acquiring right-of-way for major roads in expansion 
areas.

I3. There is an adequate water supply. As of 2006, 
99 percent of the urban population of the country 
has an improved water supply. Water is available in 
the low-income settlements in the capital city six 
hours a day, on average. The ratio of the price of 
water sold by water trucks and the price of metered 
water in a typical informal settlement in the city is 
6-to-1. The price of water sold by water trucks is 
AMD 1,000 per cubic meter, while piped water costs 

AMD 173 per cubic meter.

I4. There is adequate sanitation. As of 2005, 92.1 
percent of the urban population of the country has 
improved sanitation. In the cities, 100 percent of 
sewage is treated.

I5. The road network is adequate and well-
maintained. Almost all state and main regional 
roads are paved. On average, it takes 30 minutes 
in the capital city to get to work by any mode of 
transportation. The roads of the capital were never 
flooded.

I6. Electricity is available in all dwellings. 
As of 2007, 99 percent of urban dwellings have 
an electrical connection. Typical low-income 
settlements in the city have 24-hour electricity.

I7. There is adequate police protection in all 
neighborhoods. The entire area of the city in 
neighborhoods is regularly patrolled by police. The 
values of similar quality dwellings differ mostly 
based on their locations (e.g., center vs. suburbs), not 
safety. As of 2007, there was one murder per 20,000 
people.

I8. Public transport is available throughout the 
city. For 95 percent of the city’s area, it will take 10 
minutes to walk to public transit. The ratio of the 
price of the typical 15-minute bus ride in the city to 
the price of a liter of regular (lowest-price) gasoline 
is 1-to-0.3. Only 10 percent walk to work. Eighty 
percent travel to work using public transportation.

I9. Garbage collection is adequate and carried 
out regularly in 65 percent of the city area. In high-
income areas, garbage is collected twice a week, 
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while in low-income areas it’s collected once a week. 
Ninety percent of garbage is disposed of in landfills.

I10. Municipalities can mobilize finance for 
infrastructure investment. There are no prohibitions 
on municipal borrowing or the issuance of 
municipal bonds in the country. Municipal budgets 
and expenditures of all municipalities are subject 
to strict accounting, reporting and auditing rules. 
Few municipalities have substantial, secure and 
non-embarked revenue streams that can be pledged 
for debt repayment. Municipal assets, especially 
land, can be sold or used as collateral to finance 
infrastructure investments.

Regulatory regime

R1. An official housing policy document 
is prepared regularly and mandated by law. 
Representatives of the civic sector are invited to 
participate in the discussion and preparation of 
such documents. The government has adopted the 
global resolution on housing rights. The housing 
department of the Ministry of Urban Development 
has an official mandate to monitor the housing 
sector on a regular basis.

R2. There are no restrictions on residential 
mobility in Armenia. Housing agency leadership 
does not actively intervene in eliminating 
restrictions on residential mobility. No residence 
permit and international passports are required.

R3. There is no specific government approach 
to address exclusionary housing practices. There 
is no policy document addressing the elimination 

of residential segregation and other exclusionary 
practices. Housing agency leadership does not actively 
intervene in the reduction of residential segregation 
and the formation of mixed-income communities. 
There is a little income segregation as the newly 
constructed Northern Avenue and so-called “elite” 
districts are populated mostly by the high-income 
households. There is a small gated community called 
“Vahagni village,” occupies less than 0.1 percent of 
Yerevan territory.

R4. Land and housing regulations are relatively 
affordable. Municipal leadership does not support 
action to make land regulations and building codes 
affordable to the poor, nor are there municipal 
initiatives to reform land and building regulations 
to make them affordable. The minimum lot size for 
residential buildings of any kind in the capital city is 
360 square meters. The maximum number of stories 
for new residential buildings on the urban periphery 
of the capital city is 24. The maximum density in 
new suburban subdivisions is 300 people per hectare. 
The smallest allowable road width in new suburban 
subdivisions is 6 meters.

R5. Progressive development of subdivisions 
and homes is sometimes allowed. The municipal 
leadership in the capital city sometimes supports 
action to make land regulations and building codes 
accommodate progressive construction. Policy 
documents do not address municipal initiatives to 
reform land and regulations to allow progressive 
construction. Land regulations do not require them 
to be fully serviced before they are occupied. The 
building code requires that houses be completed 
before they are occupied. Illegal or informal land 

subdivisions are sometimes tolerated.

R6. Sensitive lands are protected from residential 
development. Municipal leadership supports actions 
to protect sensitive open spaces from construction 
by legal and illegal developers. Recent municipal 
documents and maps designate areas to be protected 
from development. Illegal construction in protected 
areas is always demolished.

R7. There is not an ample supply of land for 
residential development. The most distant year for 
which population projections for the metropolitan 
area of the capital city are available for metropolitan 
and municipal planners is 2020. There is no 
estimated period for raw land where residential 
development is allowed on the periphery of the 
capital city to be filled given present densities and 
present annual levels of land construction, because 
there are no corresponding sources of funding. 
Construction is not allowed on 11 percent of the 
land on the urban periphery of Yerevan covered 
by municipal and metropolitan plans for urban 
expansion.

R8. Home-based businesses and mixed-land use 
are fully allowed. Municipal regulations never allow 
operation of home-based businesses in residential 
communities. Municipal zoning regulations 
sometimes allow mixed-use zoning of residences, 
stores and productive establishments. Different land 
uses in the cities are mixed rather than segregated.

R9. Condominiums and cooperative housing 
laws are in operation. There is an operational 
condominium law, but there is no cooperative 
housing law. There are no regulations that sanction 
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the creation of formal community organizations.

R10. Substandard housing is destroyed rather 
than upgraded. Slum clearance conforms to the 
existing laws. About 500 people were evicted in 
the largest slum clearance project in 2007. Ninety 
percent of people evicted by slum clearance last year 
were resettled and compensated.

R11. Rents are relatively under control. Housing 
agency leadership does not support an activist 
approach to eliminating rent control on new rental 
units. Policy documents do not address dismantling 
of rent control on new rental units. Ninety percent 
of commercial units and 10-20 percent of rental 
housing is under rent control. The rent control does 
not significantly affect the rent amount. All new 
rental units are under rent control.
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Donor company Number of households 
receiving assistance Type of assistance

USAID Earthquake zone Recovery 
Program

664
nonrefundable subsidy: 
completion of unfinished residential housing

lincy Foundation 4,126 Grant: new housing construction and reinforcement

WB 2,000 (about) loan: new housing construction, reinforcement 

All Armenia Fund 52 Grant: new housing construction

John and Karen 
Huntsman Foundation

60 Grant: new housing construction

UnHCR49 3,362 Grant: new housing construction and completion of unfinished buildings

nRC 567 Grant: new housing construction and completion of unfinished buildings

UnHCR/nRC 250 Grant: new housing construction 

OXFAm 13 Grant: new housing construction 

TOTAL 11,094

Annex 16
Housing Provision by International Donors

Figure 4: Shares of different sources of funding in housing production in 2004 and in 2008

Table 11: Housing Construction in the Earthquake Zone
49. Part of the UnHCR housing projects 

was funded by the SDC.



Armenia Housing Study68

Donor company Number of households receiving assistance Type of assistance

USAID Earthquake zone Recovery 
Program

6,984

 Including:

  Housing improvement grants 6,260 nonrefundable subsidy: housing purchase from the market

  Rural HIGs 664
nonrefundable subsidy:  completion of unfinished residential 
housing

  Urban HIGs 60
Grants: individual and condominium – improving common areas 
and apartments of residential buildings

lincy Foundation 4,126 Grant: new housing construction and reinforcement

 Including:

  lincy II (ARC) 451

  lincy III 3,675

  World Bank 2,000 (about) loan: new housing construction 

  All Armenia Fund 28 Grant: new housing construction

   John and Karen 
Huntsman Foundation

60 Grant: new housing construction

TOTAL 13,198

Figure 5: The Armenian Mortgage Market Development 

Table 12: Housing Provision by International Donors in the Earthquake Zone

Source: CBA/GAF Reports
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50. Part of the UnHCR housing projects was 

funded by the SDC. 

51. Source: UnHCR.

Donor company Number of households receiving assistance Type of assistance

HFHI/HFH Armenia 550 loan: new housing construction and completion of unfinished houses

KFW 928 loan: housing purchase, renovation

USAID 200 loan: completion of unfinished buildingsand renovation

TOTAL 1,678

Donor company Number of households receiving assistance Type of assistance

UnHCR50 3,412

 Including: 

  Housing construction 3,362 Grant: new housing construction and completion of unfinished buildings

   Housing Purchase Certificates 50 nonrefundable subsidy: housing purchase

norwegian Refugee Council 567 Grant: new housing construction and completion of unfinished buildings

UnHCR/nRC 250 Grant: new housing construction 

All Armenian Fund 24 Grant: new housing construction 

OXFAm 13 Grant: new housing construction 

TOTAL 4,26651

Table 13: Housing Provided by International Donors for Refugees in Armenia

Table 14: Other Housing Programs by International Donors as of Jan. 1, 2009
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Tbilisi, a city of over a million, is the national capital of Georgia. Although little explored in urban studies, the city
epitomizes a fascinating assemblage of processes that can illuminate the interplay of geopolitics, political choices,
globalization discourses, histories, and urban contestations in shaping urban transformations. Tbilisi's strategic
location in the South Caucasus, at the juncture of major historical empires and religions in Eurasia, has ensured
its turbulent history and a polyphony of cultural influences. Following Georgia's independence in 1991, Tbilisi
found itself as the pivot of Georgian nation-building. Transition to amarket economy also exposed the city to eco-
nomic hardship, ethnical homogenization, and the informalization of the urban environment. The economic re-
covery since the early 2000s has activated urban regeneration. Georgia's government has recently promoted
flagship urban development projects in pursuit of making Tbilisi as a modern globalizing metropolis. This has
brought contradictions, such as undermining the city's heritage, contributing to socio-spatial polarization, and
deteriorating the city's public spaces. The elitist processes of decision-making and a lack of a consistent urban
policy and planning regimes are argued to be among major impediments for a more sustainable development
of this city.

© 2015 The Authors. Published by Elsevier Ltd. This is an open access article under the CC BY license
(http://creativecommons.org/licenses/by/4.0/).
1. Introduction

Tbilisi is the capital of Georgia, a post-Soviet country in the South
Caucasus.1 The 2014 census estimated its population at 1.118 million
(Geostat, 2015).2 Tbilisi is not only the largest city in Georgia, but is
also one of the key socio-economic hubs in the Caucasus as a whole.
The city presently accommodates 30% of Georgia's population, but
produces almost a half of Georgia's GDP and, furthermore, contributes
60–75% to the country's key statistics in entrepreneurial and construc-
tion activities (Geostat, 2014a; Geostat, 2014b).

‘Tbilisi… is like a Janus: one face towards Asia, and the other Europe’,
wrote the Zakavkazskiy Vestnik newspaper in 1847 (Vardosanidze,
2000). Such hybridity remains a hallmark of the city located at the
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Tbilisi rose to its prominence through the centuries of a turbulent
history. Its location on the edge of ancient and modern empires
(Persian, Byzantine, Arab, Mongol, Ottoman, Russian) and on major
trading routes, rendered the city geopolitically and economically signif-
icant— if only guaranteeing a continuous struggle for survival. The his-
torical dynamism has left its marks on the social and cultural hybridity
of the city. Tbilisi traditionally featured a cosmopolitan andmulticultur-
al character, aswell as the tolerance of ethnical and religious differences
(Frederiksen, 2012). Its urban forms and spatial fabric similarly
inherited a peculiar mix of different cultural layers, superposed on the
city's rather peculiar topography.

The modern Tbilisi could have recreated itself through this indige-
nous tradition of distinctiveness, polyphony and tolerance. Becoming
the capital of a newly independent Georgian state in 1991, the city,
however, found itself entangled in the turbulent economic and political
processes. The installation of a market economy coupled with an eco-
nomic freefall in the 1990s, the rise of nationalism and the territorial
disintegration of Georgia, as well as its government's entanglements
in the geopolitical tensions between Russia and the NATO powers
have all produced a myriad of previously untested challenges — which
have also left their marks on the city's social and physical change.
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As a globalizing city in a small nation in an economically peripheral
and yet geopolitically strategic region, the case of Tbilisi can make an
important contribution to urban studies, such as with respect to the
meaning-making of the trajectories of “ordinary” non-Western cities
in global urbanism (Robinson, 2006), to comparative and conceptual
post-socialist urban studies (e.g. Borén & Gentile, 2007; Golubchikov,
Badyina, & Makhrova, 2014; Sjöberg, 2014; Sýkora & Bouzarovski,
2012; Wiest, 2012), to a better understanding of variegated pathways
of transition and neoliberalism (Brenner, Peck, & Theodore, 2010;
Pickles & Smith, 1998), or even to the critical urban pedagogy of transi-
tion (Golubchikov, 2015). However, despite attention to Georgia from
the disciplines such as international political studies, there is still a
lacuna of internationally circulated knowledge of urban change in Tbilisi
(although see Van Assche, Salukvadze, & Shavisvili, 2009; Van Assche &
Salukvadze, 2011). With this contribution, we intend to further unlock
Tbilisi for urban studies by providing an overview of its urban trajecto-
ries as a basis for hopefully further localized and comparative investiga-
tions. By doing so, the paper outlines some of the essential, even if
controversial, processes, problems and outcomes of the city's convolut-
ed past and present.

The paper is structured as follows. We start with outlining the loca-
tion, demographic and physical conditions of Tbilisi and then proceed
with its main historical development phases— from the medieval peri-
od to the Russian Empire and Soviet eras and to themore recent period
of post-socialist transition. We then consider the establishment of the
real estate markets and recent urban policies and transformations in
the built environment, and pay particular attention to the current
urban development initiatives and associated political, planning and
governance issues and concerns.

2. Physical, administrative and demographic settings

Tbilisi is located 120 km south of the Great Caucasus Mountains, on
the Kura River (Mtkvari in Georgian). It shares the latitude of cities such
as Rome or Barcelona, similarly enjoying a mild climate. The city has a
Fig. 1. Traditional wooden balconies in Ol
complex topography, shaped like a large amphitheater surrounded by
mountains on three sides. These physical conditions, once favorable
for controlling the valleys, today represent a physical obstacle for
urban growth. However, the climate, topography, and hydrography
have also granted Tbilisi a unique cityscape, attractive panoramas, and
peculiar architecture featuring laced wooden balconies and internal
patios, traditionally used as places for socialization (Fig. 1).

The present-day Tbilisi has a special status of the capital of Georgia.
Internally its territory is divided into six administrative districts, with
five of them being further subdivided into Ubani — 30 in total. These
spread on the territory of 504 km2. However, the city topography cir-
cumscribes an island-like geography, with a few densely built-up
areas surrounded by undeveloped land: more than half of the city's
incorporated territory is not built-up. The mountainous environment
particularly limits new development on the right bank of the Kura
River; at the same time, the built-up area on the left bank of the Kura
stretches for 40 km.

Tbilisi's present spatial structure is a product of a long historical pro-
cess and expansion (Fig. 2). However, the city's territorial expansion
mostly occurred during the Soviet era: between 1921 and 1991 Tbilisi
expanded six times in terms of population (Fig. 3) and ten times in
terms of incorporated territory. Tbilisi's Master Plan (Fig. 22) illustrates
the city's resultant layout, including built-up areas squeezed between
mountainous areas. The city expansion has recently accelerated even
further, aggravating the problems of the integrity and connectivity of
the city.

After gaining the independence, Tbilisi experienced a dramatic 15%
population reduction. This was due to a mass outflow of population,
mostly to Russia, coupledwith a very lownatural growth to compensate
the out-migration (Meladze, 2013; Salukvadze &Meladze, 2014). How-
ever, the population growth reversed to positive in the 2000s, fuelled by
migrants from rural Georgia. The city has consequently undergone
‘Georgianization’ — the acceleration of even a longer-term trend of
the replacement of its once multinational composition by ethnic
Georgians, due to a disproportional outmigration of Russians and
d Tbilisi. Photo by Oleg Golubchikov.



Fig. 2. The administrative expansions of Tbilisi. Source: Van Assche & Salukvadze, 2013.
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Armenians (Fig. 4). Recent demographic trends have also included:
aging population; a smaller family size; decreased levels of marriages
and increased divorces. Coupled with lifestyle change, these factors
have amplified demands for housing and developable land.

3. From a medieval capital to an imperial powerhouse

Tbilisi was founded in the 5th century AD, although archeological
findings reveal even earlier settlements. Emerged as a stronghold in
the Kura valley, in the vicinity of the ancient Eastern Georgian capital
and a religious center of the Orthodox Christianity — Mtskheta, Tbilisi
eventually became a strategic settlement for controlling the lowlands
between the Greater and Minor Caucasus ranges and major trade
routes. In the 6th century AD, Tbilisi wasmade the capital of the Eastern
Georgian kingdom Iberia. Since then it has maintained its status of the
chief city of either Eastern Georgia or a united Georgian Kingdom.

The strategic location of Tbilisi between Europe andAsiamade it vul-
nerable in the context of the rivalries between the main powers in the
region, including Persia, Byzantium, Arabia, Mongols, and Ottomans
(Lang, 1966). At the dusk of theMiddle Ages, Georgia, the only Christian
Fig. 3. The population of Tbilisi, 1922–2011. Source: General Population Censuses;
* Estimates.
enclave retaining its statehood in the otherwiseMuslim region found it-
self squeezed between hostile powers— Persian and Ottoman Empires,
and North Caucasian tribes. Due to constant wars, Tbilisi shrank in pop-
ulation and economically. This required seeking protection from the
growingRussian Empire in the north, sharing the ChristianOrthodox re-
ligion, with whom Irakli II signed a treaty in 1783. This did not avert,
however, a devastating Persian invasion in 1795. The Russian Army
eventually liberated the Kingdom, but this cost the abolishment of the
Georgian independent kingdom altogether in 1801. At the time of the
incorporation in the Russian Empire, Tbilisi had only 15,000 survivors
(Lang, 1957).

The consequent rebuilding of the city under the Russian rulemarked
the start of a post-medieval era in Tbilisi's development. Known as Tiflis
in the Russian Empire (like even today in some languages), the city
retained its primacy and started serving as an important administrative
center of the empire; from 1844 Tbilisi became a seat of the Emperor's
representative (Governor) in the Caucasus (Namestnik Imperatora na
Kavkaze). The political importance of the city also boosted as the author-
ities regarded the city as a strategic military stronghold for protecting
the south-western borders of the empire, as well as for monitoring
and controlling political processes in the Ottoman and Persian Empires.
Tbilisi had retained the status of the largest trade center and the most
populous city of the region until the oil boom made Baku a larger city
in the second half of the 20th century.

Tbilisi, hitherto a compact settlement with a medieval social organi-
zation and an irregular oriental-style layout, started a transformation
towards ‘European-style’ patterns. Through an active city-building pro-
cess, it gained the feature characteristic for a colonial ‘dual city’ with
oriental-type, irregular, topographically diverse and culturally mixed
Old Town, and newly-built European-style areas, established in accor-
dance with a regular plan on relatively plain terrains (e.g. Sololaki).
This changed the main axis of territorial development from the Kura
River to the newwide avenues, which were named after the Governors
Golovin and the Grand Duke Michael Romanov (today named after,
respectively, Rustaveli and David Agmashenebeli) — one stretching
westwards from the Old Town and the other located on the left bank
of the river. The new districts were socially more homogeneous,



Fig. 4. Historic change in the ethnic composition of Tbilisi. Source: UN HABITAT, 2013:208.
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residing the emerging strata of bureaucrats, affluent entrepreneurs, and
Georgian aristocracy.

The appearance of the city and its internal structure and centrality
changed dramatically (Fig. 5). The old town, rebuilt from ruins, with its
labyrinthine of courtyards and balconies, contrasted with the new dis-
tricts of neo-classical architecture (Fig. 6) (Suny, 1994; Rhinelander,
1972). The involvement of European architects brought in Western in-
fluences: neo-renaissance, neo-baroque, Italian Gothic and Art Nouveau
(Ziegler, 2006; Baulig, Mania, Mildenberger, & Ziegler, 2004). Among
newly introduced components were administrative buildings (e.g. the
City Hall, currently the City Council) and palaces (e.g. the Governor's
Fig. 5. A plan of Tbilisi in 180
palace, currently the Youth Palace), usually located in commanding
heights and conspicuous locations, as well as squares connected by bou-
levards (e.g. on modern day's Rustaveli Avenue), and parks (e.g. the Al-
exander Park, currently the 9th of April Park). A botanic garden, an
opera, theaters, museums and schools also emerged in the city over
19th and the early 20th century.

Tbilisi of that era became a visiting venue or a place of residence for
many prominent people.Writers, intellectuals, and artistswho then vis-
ited or lived in Tbilisi, included, among others, Russians Alexander
Griboyedov, Alexander Pushkin, Lev Tolstoy, Mikhail Lermontov, Piotr
Tchaikovsky, Feodor Chaliapin, French Alexandre Dumas the father,
9 (compiled by Banov).



Fig. 6. The old town (left) and a new district of Tbilisi in the early 20th century. Source: http://church.ucoz.com/photo/
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Norwegian Knut Hamsun, German Arthur Leist and Friedrich Martin
von Bodenstedt, British diplomat Sir OliverWardrop, German business-
men the Siemens brothers, Armenian oil magnate and financier
Alexander Mantashev, German architect Otto Simonson.

By the late 19th century, Tbilisi had grown as a major trade, cul-
ture and manufacturing center of the Russian Empire. The railroad
(built in 1872) and new roads were built to connect Tbilisi with
other major cities of Russia's Transcaucasia – Batumi, Poti, Baku –
and other parts of the empire. The abolition of serfdom in Russia and
the growth of capitalist manufacturing and trade attracted many rural
residents, mostly of Georgian origin, to Tbilisi. Some informal settle-
ments emerged accommodating the growing in-migrant population
turned in the proletariat on the slopes adjacent to the newly built rail-
way (e.g. Nakhalovka).

The social composition of the population also diversified across
ethnicities and confessions (Suny, 2009). Several neighborhoods
(e.g. Avlabari on the left bank) had a strong Armenian flavor; some
others were Muslim (mostly Azeri, but also Kurdish, Persian — e.g.
Abanoebisurani: ‘a neighborhood of baths’), Jewish (e.g. Bread
Square in the Old Town) and even German (e.g. Alexanderdorf or
‘German Colony’ built from the 1840s). This composition made the
city's life cosmopolitan and multicultural: Tbilisi developed a distinct
urban culture that transcended ethnic origins (Gachechiladze, 1990).

The transformation of the city also touched upon the way of life of
Tbilissians. For example, the traditional meeting places such as
bazaars, baths (especially the sulfur baths in the Old Town), and
feasting places (e.g. Ortachala gardens) were succeeded by new
gathering places, such as the opera, literary salons, and even the
Georgian national drama theater (opened in 1850, then closed in 1855
and reopened in 1879).

The Georgian national theater and Georgian newspapers played a
significant role in raising a national liberation spirit and consolidation
of national identities. Additionally, the new education system – schools,
gymnasiums and seminaries – brought in not only literacy but also anti-
Tsarist attitudes, which eventually lead to spreading socialist, national-
ist and liberal ideologies, the formation of political parties and their
struggle for workers' rights, on the one hand, and anti-imperialist
values, on the other hand. Notably, Joseph Stalin (born in the neighbor-
ing town of Gori with the birth surname Jughashvili) was converted
Marxist while studying at the Tiflis Seminary at the turn of the century;
Tbilisi effectively became the site of early revolutionary activities for the
later most powerful Soviet leader.

4. Soviet Tbilisi: urban growth and industrialization

In the period preceding and following the 1917 Russian Revolution,
Tbilisi was in the center of political struggles over the future of the na-
tion. After the February Revolution of 1917 in St. Petersburg, the
Russian Provisional Government installed the Special Transcaucasian
Committee (Osobyy Zakavkazskiy Komitet) to govern Georgia, Armenia
and Azerbaijan. Tbilisi took the function of the de-facto seat of the
Committee. Following the Bolshevik Revolution of October 1917, on
24 February 1918, the Transcaucasian Commissariat proclaimed the es-
tablishment of the Transcaucasian Democratic Federative Republic with
the capital in Tbilisi. The new political entity was short-lived as its
members showed divergent geopolitical preferences — Georgians' ori-
entation was perceived to be pro-German, Armenians' — pro-British,
whiles Azeris' — pro-Ottoman. As a consequence, the federation fell
apart, following the proclamation of an independent Georgian Demo-
cratic Republic on 26 May 1918 and the declarations of independence
in the other two republics within two days.

During a brief period of independence of 1918–1921, Tbilisi became
a seat of important nation-building projects, including Tbilisi State
University, the first university in the Caucasus.

In 1921, the Bolsheviks finally gained control over Georgia and the
republic was integrated into the Soviet Union. Remarkably, Tbilisi
took the function of the regional capital once again. In 1922, the three
South Caucasus republics were organized into yet another confedera-
tion, the Transcaucasian Soviet Federative Socialist Republic (TSFSR). It
was disbanded in 1936, after which Tbilisi became the capital of a sepa-
rate Georgian Soviet Socialist Republic.

Under the Soviets, Tbilisiwas transformed from amedium-sized and
relatively compact settlement into a large industrial metropolis. It was
an important political, social, and cultural center of the USSR — even if
remaining behind the ‘first-tier cities’ of Moscow, Kiev, and Leningrad
with regard to its economic status. While the main driving force in the
1930s through the 1950s was the expansion of industrial activity
(during WWII also fueled by the evacuation of manufacturing from
the European part of the USSR), since the 1960s, industrial growth
slowed down, and mass housing became the main driver of the city's
territorial growth.

Tbilisi developed according to the master plans (Genplans) of 1934,
1953 and 1969 (Van Assche et al., 2009). The growth of Tbilisi was in
linewith the Soviet policy of stimulating hyper-urbanization of the cap-
itals of the Soviet republics to ensure ‘agglomeration effects’, i.e. eco-
nomic gains from the concentration ‘of decision-making, diversified
employment opportunities and better infrastructure in the capital city
and its neighborhood’ (Gachechiladze, 1995: 157). The growing city
enjoyed diversified public transport services with different transporta-
tion modes — busses, trolleybuses, trams, cable roads. In 1965, Tbilisi
became the fourth Soviet city, following Moscow, Leningrad and Kiev,
to gain an underground metro system. The Tbilisi Metro has proven to
play a pivotal role in the city mobility, not least by providing accessibil-
ity to remote and otherwise isolated districts.

Architectural approaches evolved over the Soviet era (Bater, 1980).
The Stalinist monumentalism with neo-classical and national elements,
as well as the Soviet constructivism is notable in the Rustaveli Avenue
(Fig. 7) and other main streets (e.g. buildings of the Zarya Vostoka/
East's Dawn newspaper, and the IMELI Institute of Marx, Engels and
Lenin). However, from the late 1950s, with the shift in policy to mass
housing, the preference was given to mass-produced cost-efficient
and uniform built environment (Fig. 8). Of the late Soviet era,
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internationally renowned were still, for example, the Road Department
(Fig. 9), the Palace of Celebrations (currently a private residence of the
family of late tycoon Patarkatsishvili), the Sport Palace, and theDynamo
Stadium. Many engineering mega-projects were completed — such as
the embankment and retaining walls for the Kura River, a large water
reservoir (18 km2) inside the city administrative boundaries (known
as the Tbilisi Sea), the metro. All of these remain essential for the city's
functioning.

In 1978, with a growing attention to heritage protection, a large-
scale reconstruction of the old town was launched. Old Tbilisi had
remained largely untouched in the Soviet period (apart from some de-
structions occurring for new roads and embankments) and therefore
preserved its historic unity and ambience. Although the reconstruction
was criticized for its ‘facadism’ (Khimshiashvili, 2001), it had a positive
effect on the pre-Russian sections of the city and boosted tourism.
The project also enhanced the urban environment of Old Tbilisi and
prolonged the lifespan of many buildings.

Soviet Tbilisi was not only an important economic and administra-
tive center of the Soviet Union; it was also a center of political struggles
of various factions, including those breeding the Georgian identity
(Suny, 1994). As a rare scene of mass protest for that era, Tbilisi
witnessed ethnic-based riots in 1956 in protest against the de-
Stalinization policies of the new Soviet leader Nikita Khrushchev;
these were violently suppressed by the Soviet Army. Newmass demon-
strations took place in Tbilisi in April 1978 in response to an attempt by
government to change the constitutional status of the Georgian lan-
guage from being the sole state language in the republic to giving an
equally official status to the Russian language. Moscow conceded to
the popular demand to allow the status quo to continue, thus boosting
the morale of Georgian nationalism. However, this also stirred up dis-
content in Abkhazia, an autonomous republic within Georgia, some
fractions of which began seeking to split from Georgia. The radicaliza-
tion of the anti-Soviet opposition and protests in the late 1980s also cul-
minated in the so-called Tbilisi Massacre of 9 April 1989,when the army
violently dispersed an anti-Soviet demonstration, resulting in several
deaths. In both the popular and political culture, this event still demar-
cates Georgian struggles for independence.

5. Post-Soviet transition

Following the collapse of the Soviet Union in 1991, Tbilisi, like other
ex-Soviet cities, stepped on the post-socialist transition treadmill.
Following the laissez faire political ethos and conditioned by the
Fig. 7. The ‘Stalinist’ architecture: the Georgian National Aca
expediencies of capitalism-in-the-making, the city turned away from
planned development in favor of spontaneous real estate markets. This
was, however, against the backdrop of a civil war and political and insti-
tutional disorganization and instability in Georgia under Gamsakhurdia
Government (1991–1992) and the early years of Shevarnadze Govern-
ment (1992–2003). Violent conflicts erupted over Abkhazia and South
Ossetia, which declared independence, but also in other parts of Georgia
and even in Tbilisi itself, which witnessed a militarized outbreak of vio-
lence in winter 1991/1992 over state power, which eventually ousted
Gamsakhurdia. As a cumulative effect, the Georgian economy was one
of the most hit among the former Soviet republics. By 1994, its real GDP
collapsed to less than a quarter of its value five years before.

That was a shock to Tbilisi; as documented by Gachechiladze
(1995:164),

Factories stopped; so did most urban transport; electricity failed;
central heating radiators became useless decoration in the apart-
ments… The city emerged as unprepared for the new situation, un-
able to purchase raw materials, fuel or machinery at market prices
and in the quantities required for an urban settlement of such a size.

In just a few years, trolleybuses and trams disappeared from the
streets of Tbilisi and public busses significantly limited their operations.
Privatemini-busses (marshrutkas) alongside themetro became the only
street public transport routes for many years.

These problems coupledwith the increased levels of crime and inter-
ethnic tensions promoted the out-migration of many Tbilisians to Russia
and other countries— startingwith ethnical Russians and Armenians but
followed by Georgians themselves (Gachechiladze & Bradshow, 1994).
The majority of these were educated white-collar workers. The popula-
tion loss was offset by in-migration from provincial towns and rural
areas and less educated and poorer groups. Rural in-migrants often
struggle to adapt to the urban way of life, especially as employment
was curtailed due to the crisis. The omnipresence of the newcomers
was perceived by the native Tbilisians as the ‘provincialization’ of the
capital (Gachechiladze & Salukvadze, 2003:20). Tbilisi also witnessed
an influx of so-called internally displaced persons (IDPs), fleeing, partic-
ularly, from the breakaway provinces of Abkhazia and South Ossetia. The
Soviet-era image of Tbilisi as a well-off and educated city, albeit some-
what exaggerated, in a short period transformed into its opposite.

Tbilisi's IDP population is still estimated at up to 10% of the city pop-
ulation.Many of IDPs have struggledwith the integration into themain-
stream society. The unemployment rate exceeds 50%;most of them live
in the so-called Collective Centers. These are state-owned buildings
demy of Sciences building. Photo by Oleg Golubchikov.



Fig. 8. Late Soviet neighborhoods suffering a lack of maintenance. Photo by Oleg Golubchikov.
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converted from other functions such as hotels, schools, kindergartens.
The IDPs adaptation strategies have involved changing these buildings
to accommodate their everyday needs, building extensions, and illegal
occupation of surrounding spaces (Salukvadze, Sichinava, & Gogishvili,
2013). Until recently, IDPs occupied almost all Soviet-era hotels, includ-
ing those in the city center, giving these areas a slum-like impression.
The attempts of the Government of the President Saakashvili (in
Fig. 9. The 1975 Road Department building (since 2007 Bank
power between 2004 and 2013) to clear up such areas by removing
IDPs to other parts of the city (e.g. providing moderate funds to buy
apartments in remote districts) and to rebuild those deteriorated struc-
tures has improved the appearances ofmany areas (Fig. 10). However, a
lack of a coherent strategy towards the resolution of the problems of
IDPs, along with a virtually non-existent social/public housing sector,
ensures that these problems will be haunting the city.
of Georgia Headquarters). Photo by Oleg Golubchikov.
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6. The establishment of the housing and real estate markets

A cornerstone of the market reforms in post-Soviet Tbilisi was
destatization and the privatization of land and real estate. As early as
in 1990, the mass privatization of housing already started, followed by
leasing out of urban plots and sale of non-residential buildings. Al-
though the Soviet system maintained a considerable portion of public
and cooperative housing – which made the entire stock of the apart-
ment bock buildings – by the late 1990s, more than 90% of the housing
stock in Tbilisi was privatized. In 1999, the privatization of urban land
began. The land and real estate market, however, emerged under the
conditions of incomplete and weak institutions, poor governance and
murky practices. A poorly regulated land market was locally described
as a ‘wild market’, emphasizing its violence-based nature (Salukvadze,
2009).

In the 1990s, almost no investment went into important develop-
ment projects. Emerged institutionalized developers focused on busi-
nesses that did not require large investments but could generate fast
returns: petrol stations, car repair shops and washes, restaurants and
bars, open markets, guesthouses. The most desirable places were
those located between residential neighborhoods, in proximity to
major street and highway junctions or easily accessible from metro
stations.

Large housebuilding activities disappeared; rather the episodic con-
struction of villas and otherwise cheap homes took place, often ignoring
formal permission systems. Amorewidespreadphenomenonwas a ‘do-
it-yourself’ extension of homes and apartments. That process was
actually triggered by the late Soviet decrees of the Georgian Republic,
particularly the 1989 resolution “On attaching of loggias, verandas, bal-
conies and other auxiliary spaces to the state and cooperative houses at
the cost of thedwellers/tenants”. Following that, apartment building ex-
tensions (ABE) mushroomed across Tbilisi. Initially, the construction
was carried out by state companies following prescribed procedures;
however, after the disappearance of the public construction sector as
such and especially following the housing privatization, this process
went out of control. Tens of thousands of ABE were completed — in
various forms and materials, and violating the norms of security, safety
and esthetics (Fig. 11) (see Bouzarovski, Salukvadze, & Gentile, 2011).
Fig. 10. The Iveria hotel used as an IDPs collective
Despite the possibility to marginally increase living spaces through
ABE, housing conditions of the population generally deteriorated. The
new homeowners showed institutional and financial inability in
managing multi-family apartment blocks (UNECE, 2007). There were
no effective obligations on apartment owners' to maintain common
spaces in privatized houses. Problems rapidly grew with leaking roofs,
broken elevators, lack of thermal insulation, and other structural
problems. All these have become problematic and, in some cases, have
rendered buildings unsafe. In order to improve the situation, from the
early 2000s several municipal programs for housing maintenance
were initiated, centered on the establishment of homeowners' associa-
tions (HOA). In 2004, the city of Tbilisi established Tbilisi Corps, a
municipal unit for supporting the development of HOAs. Buildings
managed by HOAs are eligible for municipal co-financing for repair of
common spaces (roofs, staircases) and public spaces (courtyards).
Between 50% and 90% of the cost is covered by the municipalities.
Currently there are more than 6000 HOAs in Tbilisi; almost all multi-
apartment buildings are managed by them.

The period from the early 2000s witnessed improved macroeco-
nomic conditions, including resumed economic growth in neighboring
Russia and increased volumes of FDIs (including by Georgians living
abroad) and remittances. As elsewhere in post-Soviet space, the eco-
nomic recovery was uneven, favoring larger cities and their proximity
(Golubchikov, 2006). This bolstered economic growth in Tbilisi and
changed the demand of the population and the business sector towards
housing and thebuilt environment. The development of the real proper-
ty registration and cadastral systems assured better property security
and facilitated the establishment of the credit market and the involve-
ment of banks and other stakeholders in property transactions.

7. Urban policies and transformations in the built environment

The spatial development of Tbilisi has been lacking plans and plan-
ning laws for a long time (Ziegler, 2009; Salukvadze, 2009; Van
Assche & Salukvadze, 2011). Rather, the building and planning activities
were guided by the old Soviet legislation unless they were substituted
by new rules. Such a regime was supported by the 1995 Constitution
and a decree of the Minister of Urbanization and Construction of
centre (left) and rebuilt as the Radisson Blue.



Fig. 11. Apartment building extensions in Tbilisi. Photos by Joseph Salukvadze.
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Georgia from 5 February 2002 on the Prolongation of the Terms and
Validity of Construction Norms and Rules and Other Normative Acts
(UNECE, 2007:8). However, in eyes of many, the old Soviet legislation
was already outdated, if not lost legitimacy, and was not obligatory to
follow. At the same time, when the new rules were introduced, they
were increasingly relaxed, following the new worldview rejecting the
Soviet planning practices as ‘unreasonable restrictions’ (Golubchikov,
2004).

The arrival of the liberal president Saakashvili, who came to power
in 2004 via the so-called Rose Revolution, only further legitimized a
liberal urban development policy regime. On the onehand, such policies
significantly reduced corruption in planning, architectural and land
administration systems; the acquisition of land plots and getting
permissions for construction became relatively easy. For example,
according to theDoing Business survey Georgia is ranked 3rdworldwide
for the ease of issuing building permits and 1st for registering
ownership rights (The World Bank, 2014). On the other hand, the
same neoliberal approach has failed to attune to public needs. Hence,
it is capital/investors that have determined the urban development
process through the past decades, with one result being that the
development is focused on the more lucrative central areas of Tbilisi,
producing many infill constructions, over-densification and urban
congestion.

Several key dimensions further characterize urban transformations
more recently. Housing construction has skyrocketed after a near-
stoppage in the 1990s, and reached the volumes of the 1960–70s
(Fig. 12). The peak was in 2007–2008 when almost 2 million m2 a
year was completed. The global financial crisis and especially the brief
2008 Russo-Georgian war over South Ossetia resulted in a rapid drop
in construction activities,withmany suspendedprojects (Fig. 13). How-
ever, Tbilisi municipality moved to inject confidence into themarket by
guaranteeing to purchase all finished developments at the cost recovery
price of US$400/m2. This guaranteed at least a cost-basis return on
investment and while no significant amount of such transactions was
actually pursued, it lowered the perception of risk, unlocked banks'
willingness to offer credits, and encouraged developers to unfreeze
projects (Gentile, Salukvadze & Gogishvili, 2015).

The new housing projects, even if customary delivered as ‘core-and-
shell’ (i.e. without any internal decorations or installations), exceed the
quality of the previous-era constructions. However, the majority of the
population cannot afford buying homes in organized housing develop-
ments. New projects rather cater for those with high disposable in-
comes, so that the proportion of so-called luxury apartments in new
construction has been 40–50% (Fig. 14).

Again, some projects, seeking high profit, fail to comply with the
preservation regimes and damage the historical and cultural identity
of many areas. This is encouraged by widespread neglecting (even re-
laxed) building norms and rules, as well as by allowing developers to
purchase ‘additional height limits’ over those specified in zoning
regimes. This has had a negative impact on the quality of urban space,



Fig. 12. Distribution of the housing stock in Tbilisi by the period of construction.
Source: JLL, 2012.
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architectural composition, traffic, car parking and public spaces. In
many neighborhoods, old structures are torn down to give place for
new high-rises (e.g. Barnovi Street, Paliashvili Street, Piqris Gora,
Sairmis Gora).

Old Tbilisi has been particularly vulnerable. The retreat of the state
from the housing sphere had damaging effects on the older housing
stock in Old Tbilisi, which due to its age is prone to deterioration
(Fig. 15). This was aggravated by the retrenchment of conservation
protection; according to Khimshiashvili (2001), Georgia's monument
protection authorities had the budget in 1999 which was less than 1%
of their 1990 budget. The local population, often living at the edge of
survival, could neither afford investing in the maintenance of their es-
tates. Many buildings in Old Tbilisi have become unsafe for habitation
and a few fell apart (Khimshiashvili, 2001) — the situation was further
aggravated by an earthquake in 2002. Some areas now appear slum-
like with collapsed homes amid a deteriorating built environment.
However, the potential land value in such central locations is high.
Even so, the unwillingness of the local residents to move to distant
parts of the city, coupled with still extant heritage restrictions in these
areas, for many years curtailed commercial redevelopment projects
(Van Assche & Salukvadze, 2011). In the 1990s and early 2000s, few re-
building projects were accomplished here – mostly as hotels,
Fig. 13. A suspended construction of a luxurious esta
restaurants or small estates – often lubricated by corruption and
enforced through violent means such as a deliberate damage to the
existing structures to force the residents to move out. Despite this, the
process of gentrification, like in in many other ex-socialist cities in the
1990s, was more piecemeal than systematic.

However, more recently, the gentrification of Old Tbilisi has become
rather policy-led (cf. Badyina & Golubchikov, 2005), as the government
began providing investor-oriented funds and programs for the recon-
struction of the old town, such as the New Life for Old Tbilisi. The scheme
was described in the following terms:

The government provides working capital that allows developers to
finish residential blocks. Slum dwellers, if they agree, then move in
to the new housing, vacating land in Old Tbilisi. The government
puts the land out to tender for property developers to develop, sell
off and use the profits to repay their original debts to the banks
(Economist, 2010).

This approach targets particular neighborhoods and has helped to
improve some areas both in the old town (Fig. 16) and in the 19th cen-
tury part on the left bank along the David Agmashenebeli Avenue (part
of former Alexanderdorf) (Fig. 17). Hundreds of families have been
given a chance to acquired better homes through this scheme. At the
same time, the process mediates gentrification, changing the social
composition and cultural diversity of the historic areas. It also causes
the criticism of heritage professionals, because buildings are normally
not repaired but demolished and ‘rebuild’ creating replicas of traditional
houses, but destroying the original authenticity of the neighborhoods
(Fig. 18).

Policy-driven gentrification of the old town appeared, however, only
part of the urban ambitions of president Saakashvili. His policies were
particularly aggressive in promoting the construction of ‘shiny’ glass-
and-steel structures. Investments especially focused on the historic cen-
ter. As a result, Tbilisi began changing its spatial structure even more
rapidly — which at least until the late 2000s was happening in the ab-
sence of any urban strategy framework. Investing in flagship projects
is a common feature of neoliberal urban entrepreneurialism, including
in ex-socialist space (Golubchikov, 2010; Kinossian, 2012). Similarly,
Saakashvili regarded extravagant post-modernist structures designed
by world-renown architects as a quick fix in achieving a modernized
te in Tbilisi in 2010. Photo by Oleg Golubchikov.



Fig. 14. Sold residential spaces by price segments (left scale) and the number of sold dwellings in Tbilisi in 2006–2012. Source: JLL, 2012.
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and globalized image for the capital and, by implication, in linking the
whole nation to the ‘European civilization’. Dozens of such ‘geopolitical’
projects were inserted in the fabric of the old town or its vicinity, at a
considerable public cost. While the projects such as the Bridge of
Peace (designed by Michele de Lucchi), Public Service Hall and Rike
Park Theater (both by Massimiliano Fuksas) are certainly nothing
short of masterpiece, many find them distorting the scale and flavor of
historic Tbilisi (Fig. 19). Among other new-built dominants are also
the Presidential Palace, the Trinity Cathedral (Fig. 20), as well as some
hotels and commercial buildings (Fig. 21).

The public opinion has been divided over such major infills. One
could argue that some of these projects are better tolerated than the
others. For instance, out of the signature projects the glassy Bridge of
Peace and mushroom-looking building of the Public Service Hall are
better accepted than the ‘the tubes’ of the new musical theater or the
Shangrila Casino buildings, which are almost universally considered as
inappropriate for the Old Town fabric.

Even so, these projects have created a new powerful landscape that
has significantlymodified the perception of the city, and project the city
in a new light onto the international scale.
Fig. 15. Dilapidating historic buildings in O
A common feature of ex-socialist cities has been a rapid suburbani-
zation (Stanilov & Sykora, 2014). While the booming housebuilding
sector in Tbilisi has aggravated the pressures on suburban land and
made the city further sprawl, some authors note that the suburbaniza-
tion trends in Tbilisi do not qualify as ‘strong’ (Sulukhia, 2009). This is
because suburbanization is not necessarily taking the conspicuous
form of detached homes or gated communities as in many ex-socialist
cities (Hirt, 2012), but rather continues the Soviet patterns of
(sub)urbanization through the expansion and absorbing of existing
satellite settlements or high-rise developments on themetropolitan pe-
riphery (Golubchikov & Phelps, 2011). Gated institutionalized develop-
ments do exist around Tbilisi but so far not on a scale of a phenomenon
that creates its own dominant urban patterns (e.g. in Digomi, along the
E-60 highway, and Tsavkisi: see Sulukhia, 2009).

8. Urban planning and future developments

In the context of rather chaotic and ad hoc development process, the
establishment of a new planning system for Tbilisi has been long advo-
cated by concerned professional societies (Van Assche & Salukvadze,
ld Tbilisi. Photo by Oleg Golubchikov.



Fig. 16. Part of Old Tbilisi after reconstruction. Photo by Oleg Golubchikov.
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2011). The adoption of a new general/master plan for Tbilisi in 2009
might be seen as a substantial step towards finding a balance between
planning and the market. The plan envisages a number of strategic
changes in Tbilisi (Fig. 22). Inspired above all by the US zoning system
(Van Assche & Salukvadze, 2011), it divides the city into different func-
tional zones, separates commercial, residential and industrial areas,
identifies heritage protection areas, and introduces the layouts of
land-uses and general regulations for building and development for
each functional zone.

It is important to note, however, that the production and implemen-
tation of the city plan has not beenwithout its own controversies. First-
ly, many urbanists, architects, and planners complain that the plan was
drafted and adopted without participation of professional and public
circles. Secondly, the plan fails to incorporate sufficiently detailed
schemes for transport and infrastructure development, thus raising
questions over its usefulness for spatial development. Thirdly, it is rath-
er a declarative document, as it lacks a solid view of what kind of city
withwhat priorities will be developed. Furthermore, the emerged tradi-
tion of ad hoc development has not ceased after the adoption of the new
city plan. The provisions of the plan can be changed by the Building
Development Council of the Tbilisi City Council; for example, from
Fig. 17. David Agmashenebeli Avenue after re
December 2009 to February 2014, more than 1500 changes were ap-
plied to the functional zones, such as changing recreational and land-
scape protection areas into a residential, commercial or transport use.
Besides, the government officially allows developers to buy ‘excesses’
deviating from designated building parameters in certain zones, thus
actually allowing them constructing much larger and taller buildings.

The city plan still envisages several larger-scale projects. One of those
is moving the railway line – rerouting it along the east side of the Tbilisi
Sea to bypass the central districts of Tbilisi – thus releasing the city from
transit traffic. This is envisaged to free up more than 150 ha of centrally
located land for redevelopment and to better integrate otherwise isolat-
ed parts of the city. The space under the current railway infrastructure
will accommodate a new public-business center with offices, retail, con-
vention facilities, recreation and luxurious housing. Among other large-
scale projects, the priority is given to the (re)construction and installa-
tion of high capacitymotorways that should relieve the congested traffic
regime in many parts of the sprawled city.

With the arrival of a new government in 2012 (the Georgian Dream
coalition), the city authorities started a revision and partially stopped
some projects approved by the Saakashvili government. For instance,
the already initiated project of the bypassing railroad was halted for
construction. Photo by Oleg Golubchikov.



Fig. 18. Rebuilding Old Tbilisi (the same street photographed in 2012 and 2014). Photos by Oleg Golubchikov.

Fig. 19. The new signature projects dominating historic Tbilisi's panoramas. Photo by Oleg Golubchikov.
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Fig. 20. The Trinity Cathedral (built in 2004). Photo by Oleg Golubchikov.
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several months, although resumed with some changes in 2015. Some
dimensions of the 2009 Master Plan have been reconsidered and it is
likely that Tbilisi City Council will be requested to revisit the plan. As a
step in that direction, the city government has prepared a City Develop-
ment Strategy. It proposes a vision for Tbilisi in 2030 to become ‘a hub
for global supply chains — creating a bridge between different civiliza-
tions in the competition for talent, technology and market’ (Tbilisi
2030, 2013: 5).

For its part, the new national government has also begun promoting
new strategic projects in Tbilisi, continuing the practice of ad hoc inter-
ventions. For instance, a new flagshipmegaproject is envisaged to be the
Fig. 21. The Pixel 34 mixed-use building in central Tb
Panorama Tbilisi, which is to embrace formerly protected landscape
areas of the Old Town. It is advertised as “the largest ever real estate de-
velopment in Georgia's history,” consisting of a multi-functional devel-
opment of hotels, serviced apartments, offices, exhibition centers,
conference halls and swimming pools linked by a series of cable cars.
Financed by the Georgian Co-Investment Fund (GCF), driven by the
tycoon, ex-Prime Minister and informal leader of the Georgian
Dream coalition, Bidzina Ivanishvili, it envisages a total funding of USD
500 million, supported by a number of foreign funds (Anderson,
2014). However, numerous opponents – urbanists, architects, planners,
cultural heritage protectors – argue that its implementation will finally
kill the authenticity of Old Tbilisi (as well as ruining the hopes of includ-
ing it on the UNESCOWorld Heritage list) and will aggravate the traffic
conditions and environmental problems. Yet, after an initial refusal in
March 2014, Tbilisi City Council, following a pressure from the national
government, has hinted that it will approve the project.

Although so far the powerful stakeholdersmanage to overplay other
voices, protests increasingly disturb the former. Urban activism fuelled
by younger groups begins to make a strong presence in Tbilisi and
oftenmanages to halt someprojects (e.g. in Gudiashvili Square). The ac-
tivists efficiently use socialmedia to consolidate the public opinion. This
tendency of a growing public interest and involvement of social groups
in the urban development process gives the hope that a more balanced
and participatory processes will finally gain momentum.

9. Conclusions: evolving urban governance

The modern-day Tbilisi reveals a peculiar juxtaposition of the layers
of urbanization shaped around the successive historical and geopolitical
rounds of empire building, industrialization, independence, marketiza-
tion, and associated struggles. The present post-Soviet era in the devel-
opment of Tbilisi has yet been the one that lays bare the contradictions
of transition and globalization. Basing on our analysis, the period can be
conceptualized as consisting of three loose phases, following the evolv-
ing configuration of the most prominent actors in urban governance:

• In the 1990s, during the period of political instability, economic hard-
ship, and weak state institutions, it was population's small-scale ini-
tiatives that dominated the development process — though in a
limited way, due to a lack of capital. Their development practices
were limited to ‘self-help’ small projects and fixes. That phase could
be seen as a ‘Do-It-Yourself Urbanism’.

• From the late 1990s, the improvement of economic situation and
strengthening business and banking sectors allowed development
ilisi (built in 2008). Photo by Oleg Golubchikov.



Fig. 22. The Master Plan of Tbilisi of 2009. Source: Tbilisi City Council.
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companies to benefit from weak planning institutions. Developers
found that it was possible to enter formerly restricted yet attractive
public spaces. As a result of that opportunistic ‘Investor urbanism’
phase, infills mushroomed and filled up vacant public spaces in
central areas of Tbilisi, over-densifying spaces and often ruining
urban landscapes.

• The consolidation of the state power from themid-2000s put national
government as a major player in urban development. The ‘Rose
Government’ initiated many development projects, most of which
took place in the central city, dramatically changing it. The adoption
of the new General Plan for Tbilisi in 2009 brought some regulatory
frames, but the government still commonly violates them. This
‘Politically-determined urbanism’ phase has not finished with the
arrival of ‘The Georgian Dream’ coalition in power.

Overall, the entire post-Soviet period has witnessed an imbalanced
urban process. Tbilisi, the city that had been developed under the Soviet
planning system for 70 years, has been largely rejected planning as a
tool for urban regulation and consensus building. This situation is not
unfamiliar in the South Caucasusmorewidely (Valiyev, 2014) or indeed
in the ex-socialist space (Stanilov, 2007). Even during the Soviet era,
Tbilisi was not a good example of a well-planned city and existing
plans were not followed too strictly (Van Assche & Salukvadze, 2011).
Nevertheless, the new practices of non-planning have been of quite a
different scale.

While the early transition process was the one of institutional disor-
ganization,whichmay be argued to be responsible for the initial neglect
of urban planning processes, themore recent lack of progress in that di-
rection, under the arguably neoliberal yet authoritarian government of
Saakashvili, rather hinted at a more deliberate ideological choice,
where geopolitical aspirations for integration with the European and
Transatlantic institutions were sold to the population in conjunction
with laissez-faire deregulations and a further neoliberal package of re-
forms. However, weak urban planning also meant fewer obstacles for
arbitrary interventions, including from the government itself and
other powerful circles, and by nomeans a non-interventionist approach.
Indeed, amodus operandi that emerged during the Saakashvili rule was
that the central government began acting as a de-facto principal ‘driver’
of urban change, even if in a peculiar, urban entrepreneurial format.
Most notably, in the name of the renovation and modernization of
Tbilisi, the government initiated and sometimes co-financed fancy
post-modernist signature projects designed by famous architects from
abroad. In combination with the historic areas' rebuilding, these have
considerably changed the city's outlook.

From a certain perspective, these post-socialist unregulated and ad
hoc urban processes are innovative, affording varied participants the
opportunity to contribute in the creation of new spaces: liberated
fromplanning regulations, they have transformed the city from the uni-
formity tendencies of the previous era towards a post-modern eclectic
and irregularity. However, professionals and the public are seriously
concerned about the impacts of this state of affairs on urban integrity,
functioning and heritage. A sporadic character of such constructions, vi-
olations of building norms and rules, the occupation of public spaces by
buildings of oft-questionable quality and esthetics, and the dramatic
change of the historic cityscape all attract criticism of both professional
community and the civil sector. More and more frequently, one could
hear that Tbilisi deserves a more careful approach in order to protect
its uniqueness and traditional features. Irregular infills by modern
high-rises and other commercial projects in inner city are no longer
easily tolerated by citizens. Both the city and national governments
have recognized the need in a comprehensive urban plan for Tbilisi
and have started working in that direction, as evidenced by the adop-
tion of the new General Plan for Tbilisi in 2009. Overall, this suggests
that the citizenry becomes more sensitive regarding city development.
The population is increasingly recognizant of the importance of more
ordered spatial processes. This also gives the hope that a more inclusive
urbanism, which would balance different interests with a strategic vi-
sion aswell as functionality, will eventually manifest itself more vividly.

Acknowledgments

The study was supported by the Academic Swiss Caucasus Net
(ASCN) operated by the Interfaculty Institute for Central and Eastern
Europe at the University of Fribourg, Switzerland (grant "Social
Contents of Changing Housing Landscapes of the Capital Metropolises
of Armenia and Georgia: Institutions, Stakeholders, Policies"). The



54 J. Salukvadze, O. Golubchikov / Cities 52 (2016) 39–54
authors are also grateful to the Urban reconfigurations in Post-Soviet
space research network (IRA-URBAN) for offering further opportunities
to refine this research. Views expressed in this paper are exclusively
those of the authors.

References

Anderson, E. (2014). Georgian co-investment fund's 2014 projects: Further transparency
needed. Transparency international georgia (available: http://transparency.ge/en/
node/4279, accessed April 2015).

Badyina, A., & Golubchikov, O. (2005). Gentrification in Central Moscow — A market pro-
cess of a deliberate policy? Money, power and people in housing regeneration in
Ostozhenka, Geografiska Annaler: Series B. Human Geography, 87(2), 113–129.

Bater, J. (1980). The soviet city. London: Edward Arnold.
Baulig, J., Mania, M., Mildenberger, H., & Ziegler, K. (2004). Architekturfuhrer Tbilisi.

Kaiserslautern: Technische Uniuversität Kaiserslautern.
Borén, T., & Gentile, M. (2007). 'Metropolitan processes in post-communist states: an in-

troduction', Geografiska Annaler: Series B. Human Geography, 89(2), 95–110.
Bouzarovski, S., Salukvadze, J., & Gentile, M. (2011). A socially resilient urban transition?

The contested landscapes of apartment building extensions in two post-communist
cities. Urban Studies, 48(13), 2689–2714.

Brenner, N., Peck, J., & Theodore, N. (2010). Variegated neoliberalization: geographies,
modalities, pathways. Global Networks, 10 (182–122).

Economist (2010). Rebuilding Old Tbilisi: A new look for Old Tbilisi. ([the Economist blogs],
available: http://www.economist.com/blogs/easternapproaches/2010/10/rebuilding_
old_tbilisi, accessed April 2015).

Frederiksen, M. D. (2012). “A gate, but leading where?” In search of actually existing cos-
mopolitanism in post-Soviet Tbilisi'. In C. Humphrey, & V. Skvirskaja (Eds.), Post-
cosmopolitan cities: Explorations of urban coexistence (pp. 120–140). Berghahn Books.

Gachechiladze, R. (1990). Social-geographical problems of a metropolitan region within a
Soviet republic (a case stidy of Tbilisi metropolitan region, Georgia). Geoforum, 21(4),
475–482.

Gachechiladze, R. (1995). The New Georgia: Space, society, politics. London: UCL Press.
Gachechiladze, R., & Bradshaw, M. J. (1994). Changes in the ethnic structure of Tbilisi's

population. Post-soviet geography, 35(1), 56–59.
Gachechiladze, R., & Salukvadze, J. (2003). 'Social problems of Tbilisi and its metropolitan

region (TMR)'. In R. Gachechiladze (Ed.), Socio-economic and political geography at the
department of human geography, Tbilisi State University. Collection of articles dedicated
to the 80th years of the department (pp. 7–24). Tbilisi: SANI Publishing.

Gentile, M., Salukvadze, J., & Gogishvili, D. (2015). Newbuild gentrification, tele-
urbanization and urban growth: placing the cities of the post-Communist South in
the gentrification debate. Geografie, 120(2), 134–163.

Geostat (2014a). Distribution of gross value added by regions. National Statistics Office of
Georgia (available: http://www.geostat.ge/cms/site_images/_files/english/Regional/
GDP.xls, accessed April 2015).

Geostat (2014b). Statistical yearbook of Georgia. Tbilisi: National Statistics Office of Georgia
(available: http://www.geostat.ge/cms/site_images/_files/yearbook/Yearbook_2014.
pdf, accessed April 2015).

Geostat (2015). Preliminary results of 2014 general population census of Georgia. Tbilisi:
National Statistics Office of Georgia (available: http://geostat.ge/cms/site_images/_
files/english/population/According%20to%20preliminary%20results%20of%20the%
202014%20population%20census%20Final.pdf, accessed October 2015).

Golubchikov, O. (2004). Urban planning in Russia: Towards the market. European
Planning Studies, 12(2), 229–247.

Golubchikov, O. (2006). Interurban development and economic disparities in a Russian
province. Eurasian Geography and Economics, 47(4), 478–495.

Golubchikov, O. (2010). World–city-entrepreneurialism: Globalist imaginaries, neoliberal
geographies, and the production of new St. Petersburg. Environment and Planning A,
42(3), 626–643.

Golubchikov, O. (2015). Negotiating critical geographies through a “feel-trip”: experien-
tial, affective and critical learning in engaged fieldwork. Journal of Geography in
Higher Education, 39(1), 143–157.

Golubchikov, O., & Phelps, N. A. (2011). The political economy of place at the post-
socialist urban periphery: governing growth on the edge of Moscow. Transactions of
the Institute of British Geographers, 36(3), 425–440.

Golubchikov, O., Badyina, A., & Makhrova, A. (2014). The hybrid spatialities of transition:
Capitalism, legacy and uneven urban economic restructuring. Urban Studies, 51(4),
617–633.

Hirt, S. A. (2012). Iron curtain: Gates, suburbs and privatization of space in the post-socialist
city. Oxford: Wiley-Blackwell.
JLL (2012). Georgia real estate market overview. Tbilisi: Jones Lang LaSalle.
Khimshiashvili, K. (2001). Old Tbilisi, Georgia. In R. Pickard (Ed.), Management of historic

centres (pp. 93–112). London: Spon Press.
Kinossian, N. (2012). ‘Urban entrepreneurialism’ in the post-socialist city: government-

led urban development projects in Kazan, Russia. International Planning Studies,
17(4), 333–352.

Lang, D. M. (1957). The last years of the Georgian monarchy. New York: Columbia Univer-
sity Press.

Lang, D. M. (1966). The Georgians. London: Thames & Hudson.
Meladze, G. (2013). Georgia and global demographic processes [in Georgian]. Tbilisi:

Universali.
Pickles, J., & Smith, A. (Eds.). (1998). Theorising transition: The political economy of post-

communist transformations. London: Routledge.
Rhinelander, L. (1972). The incorporation of the Caucasus into the Russian empire: The case

of Georgia. (PhD dissertation) Columbia University.
Robinson, J. (2006). Ordinary cities: Between modernity and development. Lodnon:

Routledge.
Salukvadze, J. (2009). Market versus planning? Mechanisms of spatial change in post-

Soviet Tbilisi. In K. Van Assche, J. Salukvadze, & N. Shavisvili (Eds.), Urban culture
and urban planning in Tbilisi: where west and east meet (pp. 159–187). Lewiston:
Mellen Press.

Salukvadze, J., & Meladze, G. (2014). Georgia: migration, a main risk towards demograph-
ic future. In E. Agnes, & D. Karacsonyi (Eds.), Discovering migration between visegrad
countries and eastern partners (pp. 150–169). Budapest: HAS RCAES Geographical
Institute.

Salukvadze, J., Sichinava, D., & Gogishvili, D. (2013). 'Socio-economic and spatial factors of
alienation and segregation of internally displaced persons in the cities of Georgia'.
Studia Regionalia, 38, 45–60.

Sjöberg, Ö. (2014). Cases onto themselves? Theory and research on ex-socialist urban
environments. Geografie, 119(4), 299–319.

Stanilov, K. (2007). The post-socialist city: Urban form and space transformation in Central
and Eastern Europe after socialism. Springer.

Stanilov, K., & Sykora, L. (Eds.). (2014). Confronting suburbanization: Urban decentralization
in postsocialist Central and Eastern Europe. Oxford: Wiley-Blackwell.

Sulukhia, T. (2009). Suburbanization in Tbilisi: Global trend in local context. In K. Van
Assche, J. Salukvadze, & N. Shavisvili (Eds.), Urban culture and urban planning in Tbilisi:
where west and east meet (pp. 225–242). Lewiston: Mellen Press.

Suny, R. G. (1994). The making of the Georgian nation. Bloomington: Indiana University
Press.

Suny, R. G. (2009). The mother of cities: Tbilisi/Tiflis in the twilight of empire. In K. Van
Assche, J. Salukvadze, & N. Shavisvili (Eds.), Urban culture and urban planning in Tbilisi:
Where west and east meet (pp. 17–58). Lewiston: Mellen Press.

Sýkora, L., & Bouzarovski, S. (2012). Multiple transformations: conceptualising the post-
communist urban transition. Urban Studies, 49(1), 43–60.

Tbilisi 2030 (2013). Tbilisi 2030: city development strategy. Tbilisi: Tbilisi, the city that
loves you.

The World Bank (2014). Doing business 2015: Going beyond efficiency (12th ed.).
Washington DC: The World Bank.

UN HABITAT (2013). The state of European cities in transition 2013: Taking stock after 20
years of reform. UN HABITAT.

UNECE (2007). Country profiles on the housing sector: Georgia. Geneva: United Nations
Economic Commission for Europe (UNECE).

Valiyev, A. (2014). The post-communist growth machine: The case of Baku, Azerbaijan.
Cities, 41, S45–S53.

Van Assche, K., & Salukvadze, J. (2011). Tbilisi reinvented: Planning, development and the
unfinished project of democracy in Georgia. Planning Perspectives, 27(1), 1–24.

Van Assche, K., & Salukvadze, J. (2013). Urban transformation and role transformation in
the post-Soviet metropolis. In E. A. Cook, & J. J. Lara (Eds.), Remaking metropolis:
Global challenges of the urban landscape (pp. 86–102). Routledge: London.

Van Assche, K., Salukvadze, J., & Shavisvili, N. (Eds.). (2009). City culture and city planning
in Tbilisi. Where east and west meet. Lewiston: Mellen Press.

Vardosanidze, V. (2000). Georgian culture and urbanization. Urban Design Studies, 6,
105–115.

Wiest, K. (2012). Comparative debates in post-socialist urban studies. Urban Geography,
33(6), 829–849.

Ziegler, K. (2006). Stadtebau in Georgien: Vom sozialismus zurmarktwirschaft.Kaiserslautern:
Technische Uniuversität Kaiserslautern.

Ziegler, K. (2009). The evolution of spatial planning in Georgia from socialism to market
economy. In K. Van Assche, J. Salukvadze, & N. Shavisvili (Eds.), Urban culture and
urban planning in Tbilisi: where west and east meet (pp. 141–158). Lewiston: Mellen
Press.

http://transparency.ge/en/node/4279
http://transparency.ge/en/node/4279
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0010
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0010
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0010
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0015
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0020
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0020
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0025
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0025
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0030
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0030
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0030
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0035
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0035
http://www.economist.com/blogs/easternapproaches/2010/10/rebuilding_old_tbilisi
http://www.economist.com/blogs/easternapproaches/2010/10/rebuilding_old_tbilisi
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0045
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0045
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0045
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0050
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0050
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0050
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0055
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0060
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0060
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0065
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0065
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0065
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0065
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0070
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0070
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0070
http://www.geostat.ge/cms/site_images/_files/english/Regional/GDP.xls
http://www.geostat.ge/cms/site_images/_files/english/Regional/GDP.xls
http://www.geostat.ge/cms/site_images/_files/yearbook/Yearbook_2014.pdf
http://www.geostat.ge/cms/site_images/_files/yearbook/Yearbook_2014.pdf
http://geostat.ge/cms/site_images/_files/english/population/According%20to%20preliminary%20results%20of%20the%202014%20population%20census%20Final.pdf
http://geostat.ge/cms/site_images/_files/english/population/According%20to%20preliminary%20results%20of%20the%202014%20population%20census%20Final.pdf
http://geostat.ge/cms/site_images/_files/english/population/According%20to%20preliminary%20results%20of%20the%202014%20population%20census%20Final.pdf
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0090
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0090
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf9000
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf9000
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0095
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0095
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0095
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0100
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0100
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0100
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0105
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0105
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0105
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0110
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0110
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0110
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0115
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0115
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0120
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0125
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0125
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0130
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0130
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0130
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0135
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0135
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0140
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0145
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0145
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0150
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0150
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0155
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0155
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0160
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0160
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0165
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0165
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0165
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0165
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0170
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0170
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0170
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0170
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0175
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0175
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0175
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0180
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0180
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0185
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0185
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0190
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0190
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0195
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0195
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0195
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0200
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0200
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0205
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0205
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0205
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0210
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0210
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0215
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0215
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0220
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0220
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0225
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0225
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0230
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0230
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0235
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0235
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0240
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0240
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0245
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0245
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0245
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0250
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0250
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0255
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0255
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0260
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0260
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0265
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0265
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0270
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0270
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0270
http://refhub.elsevier.com/S0264-2751(15)30005-6/rf0270


Cities 31 (2013) 625–640
Contents lists available at SciVerse ScienceDirect

Cities

journal homepage: www.elsevier .com/locate /c i t ies
City profile

Baku

Anar Valiyev ⇑,1

School of Public and International Affairs, Azerbaijan Diplomatic Academy, 11 Ahmadbay Aghaoglu Street, Baku AZ1008, Azerbaijan

a r t i c l e i n f o a b s t r a c t
Article history:
Received 23 June 2012
Received in revised form 17 October 2012
Accepted 20 November 2012
Available online 23 December 2012

Keywords:
Baku
Master Plan
Decentralization
Informal settlements
Post-Soviet transformation
0264-2751/$ - see front matter � 2012 Elsevier Ltd. A
http://dx.doi.org/10.1016/j.cities.2012.11.004

⇑ Tel.: +994 12 437 3235x129; fax: +994 12 437 32
E-mail address: avaliyev@ada.edu.az

1 Assistant Professor.
Baku, the capital of the Azerbaijan Republic, was one of the major industrial cities in the Soviet Union. In
contrast, the post-Soviet development of Baku has witnessed a major reconstruction with grandiose con-
struction projects, which is meant to turn the city into a global city. Consequently, the urban landscape
has been transformed in many parts of the city, while informal settlements and a deteriorating environ-
ment have become the main scourges of Baku. However, while the administration has attempted to fol-
low the model of Dubai, in practice, the urban development is characteristically chaotic due to the
absence of effective regulation and planning. Indeed, with the continued influx of oil revenue, the city
is spending vast sums on new projects, buildings and infrastructure without any apparent strategic plan.
This paper identifies the key forces and processes underlying the transformation of Baku and looks at the
problems haunting the city.

� 2012 Elsevier Ltd. All rights reserved.
Introduction

Baku is the capital of Azerbaijan and the largest city in the Cauca-
sus. The city is located on the Absheron peninsula with a territory
covering over 2130 square kilometers, which is divided into 11
administrative districts that also includes 59 settlements (Agayev,
2007). The city proper borders the Absheron region in the north with
its capital Khirdalan situated in the outskirts of Baku. Further to the
north, Baku borders the city of Sumgayit that used to be the hub of
the chemical and petro-chemical industries of the Soviet Union.
Since the collapse of communism and the disintegration of the So-
viet Union, Baku has undergone a tremendous transformation. In
this context, demographic trends for the last decade have been quite
favorable to the development of Baku with a constant increase of
population due to the high net in-migration from rural areas of Azer-
baijan. The official population of the capital reached 2.1 million in
2011, while, at the same time, Ganja, the second largest city of Azer-
baijan, has only 316 thousands inhabitants (State Statistical Com-
mittee, 2011a). However, unofficially, it is estimated that up to
3.5–4 million people live, or commute, to the city every day. As a
consequence, it is not surprising that Baku exerts a disproportionally
significant influence on the national economy. The total GDP of Azer-
baijan in 2011 was $63 billion of which almost 71% was produced in
Baku (State Statistical Committee, 2011b).

Consequently, the city continues to be the leading recipient of
investments and much of this is funneled into the construction
industry. In addition, government investment also favors Baku
ll rights reserved.

36.
where major funds are directed toward infrastructure projects, city
gentrification2 (beautification) and renovation. Demographic pres-
sure and the demand for new apartments has forced the city to heav-
ily invest in construction, with new high-rise towers constantly
rising across the downtown area.

In addition to changes in the infrastructure, the urbanization and
de-industrialization of Baku has also helped to promote social class
structures that are similar to those in all large global cities. In con-
trast to Soviet times when the decision-making process was com-
pletely in the hands of the city administration, today the urban
elites of Baku – consisting of wealthy businesspeople, government
officials, real estate developers, large-scale retailers and wholesalers
– are responsible for decision-making. Thus, many projects in the
city are being implemented following the logic of these urban elites.

This paper examines the nature of the urban transformation of
Baku during the post-Soviet period, while arguing that Dubai is the
model of development that city administration and business elites
follow. Nevertheless, the model has proven to be not appropriate
because of the historical background, culture of governance, geo-
graphical location, and resources, as well as different population
structure of the Baku.
Baku in pre-Soviet period

Prior to Tsarist Russian annexation, Baku was considered one
of the most deserted and forgotten places in the region, with a
2 Here and elsewhere the term gentrification is used to describe process of
beautification and renovation of old buildings in downtown of Baku. Millions of
dollars have been spent by the Baku administration for renovation purposes.

http://dx.doi.org/10.1016/j.cities.2012.11.004
mailto:avaliyev@ada.edu.az
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Picture 1. Nikolayev Street in Baku and the State Duma (on the right) in early of 20th century. The State Duma building is currently hosting the Baku Mayor’s office. Source:
Our Baku: History of Baku and Bakuvians, http://www.ourbaku.com/images/5/5e/Nikolaevskaya_str.jpg.
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harsh climate and an absence of water, making the location
unattractive. According to Alexander Dumas, who visited Baku
in 1840s, the region was characterized as ‘‘place where tigers,
jackals, panthers, snakes and poisonous snakes roamed freely’’
(LeVine, 2007). Indeed, before Russian annexation in the early
19th century, Baku was no more than a small fortress, far from
the major trading routes or cultural centers even though it had
access to the Caspian Sea. However, in the second half of the
19th century the city was transformed into the jewel of the
Russian empire. The birth of the new Baku as an industrial city
can be dated to 1847 following the drilling of the first indus-
trial oil well. The period from the 1870s till the World War I
has been called the ‘‘first oil boom’’, or the golden period, of
the development of Baku. From this period till 1918, Baku
witnessed the rise of magnificent buildings in a Baroque style
that was completely alien at the time to the architecture of
the Moslem city.

By 1913, Baku was producing almost 95% of all Russian oil
and 55% of the total global oil production (Hasanli, 1997). The
revenue from this development gave birth to the emergence
of an urban class that was multi-cultural in composition. The
richest strata of Baku, often called the oil barons, were the
main decision-makers in relation to the development of the
city, typically constructing the most magnificent buildings. Dur-
ing the Russian empire period, Baku initially became the center
of the Baku uyezd (district). Later, in 1846, Baku uyezd became
the part of Shamakhy guberniya (province). However, in 1859 a
devastating earthquake destroyed Shamakhy, the center of the
province, and thus the government was transferred to Baku.
Consequently the province was renamed Bakinskaya guberniya.
The population of Baku also increased significantly. If in 1883
the population of Baku numbered around 45,000 people, so by
1913 its number reached 200,000 people (see Picture 1,
Bceco⁄pyaz gepegbcm yacekeybz 1926 uola, n. 14, Paradrapcraz
CUCP, u. Mocrda, 1929).
Geographical location as well as the presence of natural
resources predetermined the course of urban planning in Baku.
Located on a peninsula surrounded by biggest lake in the world,
the historical image of Baku is defined by several natural factors
including the sea, the landscape, the climate and the limestone,
used for construction of many of its historical buildings. The first
city plan dates back to the end of 19th century when the general
plan of the inner city castle (Icheri Sheher) was drafted. The draft
envisioned construction of new buildings beyond the walls of the
castle. The plan covered the region from the Bayil area at the en-
trance of Baku to the walls of the castle. The planning project
was also designed for the Black City region – an area of oil extrac-
tion characterized by heavy pollution – and the White City Region
– residential and financial areas. Colonel N.A. Fonder Nonne de-
signed this first plan of Baku in 1890–1898. The general plan envi-
sioned the location of square-shaped districts to the north of the
castle, wide and large boulevard-shaped greeneries and squares
(see Fig. 1, Fatullayev, 1998).

Since Baku was the major port, the largest city and economic
pearl of the Russian Empire’s south, the administration was espe-
cially concerned with its defence capabilities. The first urban plan
took into consideration the possible vulnerability of the city.
Square-shaped district development served to turn Baku into a for-
tress if needed. In 1911–1918, Azerbaijani architect M.G. Hacinski
edited and reformed Nonne’s plan and this became the base of the
future planning projects (Fatullayev, 1998). The Hacinski plan
envisioned the establishment of new districts in the city taking
into consideration a growing number of nuovirches, as well as trad-
ing and administrative class (see Fig. 2).
Baku during Soviet period

The rapid and unregulated development of Baku was
interrupted by the Russian revolution of 1917. As a consequence,

http://www.erc-az.org/new/uploads/file/ERC_Municipal.pdf


Fig. 1. Fonder Nonne Plan 1898–1900. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku Regional Development Plan,
http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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initially Baku became the capital of the Azerbaijan Democratic
Republic (from 1918 till 1920), before the Red Army occupied the
city. For the next 70 years, Baku was the capital of the Soviet
Azerbaijan. Moreover, from this point onwards, Baku’s develop-
ment during the Soviet period was no different from many other
cities of the Soviet Union.

http://www.erc-az.org/new/uploads/file/ERC_Municipal.pdf


Fig. 2. M.Q. Hacinski Plan 1911–1918. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku Regional Development Plan,
http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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The first decade of the Soviet administration in Baku between
1920 and 1930, is often called the Decade of Transition. This
period saw the construction of wide new avenues, new suburbs
and standardized buildings (Khanlou, 1998). Within this period,
the style of architecture called Constructivism dominated the
urban structure. This type of architectural style was heavily
influenced by the Bolsheviks who saw urban space in the context
of utilitarian purposes (Aliyev, 1998). Thus, most of the buildings
constructed during this period were fashioned in a way to serve
people, not for aesthetics.

In 1924–1927, under the leadership of architect A.P.
Ivanisky urban planning also served utilitarian purposes. The
first plan of Soviet Baku studied the climate, housing utility
conditions, development perspectives, and the production
profile of industrial regions in addition to a number of other
aspects. The administration paid specific attention to construc-
tion of residential areas with better living conditions, estab-
lishment of green spaces and street transport (see Fig. 3,
Fatullayev, 1998).

Soviet Constructivism ended abruptly in middle of 1930, when
the Soviet administration called for return to the use of national
architectural forms. In Baku, the call resulted in the re-introduction
of ornamental arches, columns, inner courtyards, balconies and
fountains (see Picture 2, Aliyev, 1998).

Due to the increasing population of the city, the urban
planning process of Baku also changed. In 1932, the State Urban
Design Institute under the leadership of V.N. Semyonov was
invited to Baku to continue the planning project of Baku and
the entire Absheron peninsula. The major purpose of the project
was the development of satellite cities that began to grow in
vicinity of Baku. L.A. Ilyin, the chief architect of Leningrad, imple-
mented the planning project. The major idea of the general plan
was establishment of the center of the city and a boulevard in
the most suitable place – along the waterfront. Based on indus-
trial development, the urban population had been calculated up
to include a million people over the estimated period. Placement
of so many people in the Baku landscape raised difficulties and
demanded an increase in the density of construction and the
height of buildings. The shape of the city, the landscape and
seismicity of urban area were reflected on the plan (see Fig. 4,
Fatullayev, 1998).

World War II interrupted the normal pace of Baku development
when around 20–25% of the country’s male population was con-
scripted to the war, mainly from industrial Baku. The significance
of Baku to the Soviet Union during the period of World War II is dif-
ficult to overestimate. Around 70–75% of all Soviet oil produced be-
tween 1941 and 1945 came from Baku (Agayev, 1995). Indeed this
was also noted by the Germans who reacted by undertaking a mil-
itary thrust from the Northern Caucasus toward Baku, at the time
of the siege of Stalingrad, in order to stop the oil supply from Baku
to the frontlines.

Later, the postwar period was marked by a massive investment
in the oil industry, despite the fact that new oil fields in Siberia had
been discovered. Furthermore, Baku became the center for produc-
tion of oil-related industries and a training center for oil experts.
Indeed, the first city on the sea, Oil Rocks, was built in the Caspian

http://www.erc-az.org/new/uploads/file/ERC_Municipal.pdf


Fig. 3. A.P. Ivanisky Plan 1924 – 1927. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku Regional Development Plan,
http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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Sea near Baku in 1947.3 Subsequently, as a result of the expansion of
the oil industry, between the late 1950s and the mid-1980s, a special
emphasis was also placed on housing. Specifically, in order to solve
the housing problem due to migration of rural people into the city,
the Soviet administration heavily invested in the construction of
cheap five-story buildings. This was also the period when many mic-
rorayons (micro-districts) were constructed in Baku reflecting the
central socialist urban planning concept of ‘‘Ideal Communist City
Planning’’. In the jargon of the Bakuvians, such buildings were sim-
ply called khrushevka or leningradka. Therefore, according to the final
Soviet census, by 1979, the population had grown to almost 1 mil-
lion from a city of approximately 453,000 in 1926 (see Picture 3,
State Statistical Committee, 2011a).

In the post-war years, state socio-economic development and
rapid urbanization, as well as heavy housing construction charac-
terized urban planning of Baku and Absheron peninsula the first
post-war general plan of Baku was finished in 1954. This time
the plan considered the growing population of the Absheron pen-
insula and the suburbs of Baku. The last Master Plan of Baku was
prepared in 1985 and covered a 20-year period. The plan included
the Baku region and the Absheron peninsula planning; a transport
scheme for Baku, planning of the Baku region proper and a general
3 Oil Rocks or Neft Dashlary (in Azerbaijani) is the city-type settlement that was
constructed in the sea during 1940s–50s. Located 42 km South-East of Absheron
peninsula it was built on metal piles that were fixed to the bottom of the sea in a few
metres of height on sea level. At the end of the 60s the total length of piers fulfilling
the duty of specific ‘‘streets’’ was over 200 km. The helicopter was used for carriage of
people, foodstuffs and other items. At the peak of its activity Oil Rocks hosted around
2000 people.
plan for resort zones that would be established in the north of
Absheron peninsula (see Fig. 5).

The Master Plan served several purposes including functional
zoning of the peninsula area; development of residential areas of
Absheron taking into consideration Baku’s city limits, establish-
ment of an urban agglomeration provided with improved employ-
ment, education, housing, culture and recreation opportunities;
and environmental wellness (see Fig. 6).

The Master Plan envisioned that population of Baku and
Absheron peninsula would reach 2.26 m people by 2006 while
housing area would reach 22.3 million m2 or 18 m2 per capita
(see Fig. 7).
Urban development since independence: Dubai on the Caspian?

The collapse of the Soviet Union and the transition toward a
market economy enabled Baku to make tremendous progress in
urban development and become one of the fastest growing cities
in the region of the Caucasus and Central Asia. As in many other
Central and Eastern European countries, the rate of post-socialist
urban change in Baku was striking with privatization being ‘‘the
leitmotiv of post-socialist urban change’’ (Bodnar, 2001; Stanilov,
2010). Specifically, the post-Soviet urban transformation in Baku
was characterized by many positive characteristics. Within two
decades the city’s landscape has changed completely. Most nota-
bly, new high-rise buildings, plazas and business centers were built
in Baku. Moreover, although the concept of a Central Business Dis-
trict is absent from the urban planners’ jargon in Baku, some
resemblance of a CBD has been established in the areas close to
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Fig. 4. L.A. Ilyin Plan 1934 – 1937. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku Regional Development Plan,
http://www.boyukbaki.az/info_en.php?section=3&subsection=13.

Picture 2. The Academy of Science. Constructivism period. Source: Khanlou (1998).
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downtown near the Central Bank. Continuously, billions of dollars
of investments poured into city’s economy, while a variety of inter-
national events have put Baku on the media map. For example, the
Eurovision song contest was held in Baku in May of 2012, placing
the city at the apex of regional and European attention. The logic
of this development in Baku highlights that the government and
urban elite are trying to turn the city into the main tourist destina-
tion of the region as well as an economic powerhouse similar to
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Picture 3. The Soviet style building. A Typical Soviet khrushevka in one of Baku’s micro-districts. Source: Author’s personal archive.

Fig. 5. Current Master Plan of Baku and Absheron region 1986–2006. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater
Baku Regional Development Plan, http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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Fig. 6. Proper Baku Master Plan. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku Regional Development Plan,
http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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Dubai. Baku’s development after 2004–2005 resembles Dubai’s ra-
pid expansion. But the work that Dubai carried out for almost
45 years, Baku was trying to accomplish within a decade. In addi-
tion, just as the Dubai rulers tried to turn city into a transportation
hub by constructing Port Rashid and Jebel Ali (Pacione, 2005), the
government of Azerbaijan took a strategic decision to construct a
new modern port 60 km south of Baku. The port would serve to
facilitate transportation of goods and passengers from Central Asia
to Europe and back. As in Jebel Ali, the government has plans to
establish a free trade zone near the port spurring a trade turnover
of the country. Second, despite geographical constraints, the busi-
ness elites of Baku and the government continue their attempts to
lure foreign tourists by way of massive investments in leisure
attractions and futuristic projects. As in Dubai, brand new hotels
such as the Marriot, Hilton, Jumeyrah, Kempinsky and Four Sea-
sons have been opened in Baku. In an attempt to establish Baku
as a booming center, or tourist Mecca, the government is trying
to market the city for various international events and sport com-
petitions. For instance, the victory of Azerbaijan in the Eurovision
song contest led to construction of the Crystal Hall which cost
around $76 m (Economist, 2012). In general, the business elite
are particularly fond of events such as these that bring additional
profits for them from the thousand of tourists who attend (see
Picture 4).
The attraction of tourists is not the only objective of the busi-
ness elites, as the successful example of Dubai also encouraged
the business elites to consider turning Baku into a business center
for the region. Similar to Dubai’s policy to create cluster type satel-
lite-cities – Dubai Internet City or Dubai Media City – the business
elites, with support of government proposed construction of Baku-
city, which is a 29 square kilometer coastal area designated for
business facilities (Saifutdinova, 2010). In terms of the target audi-
ence, Baku-city is intended for business people, diplomats, bankers,
and students who are seeking to enjoy their leisure time. As a
consequence, it will not include housing for employees, though
Baku-city will also include an allocation of certain lots of the land
destined for the construction of university campuses. Currently,
most of the universities are located in the downtown area, or close
to the center of the city, which results periodically in thousands of
students overcrowding the center. Here, the logic of the business
class is understandable in that, by transferring the universities
from the downtown area to the outskirts of the city, they can divert
the flow of the people and ease the pressure on transportation and
other facilities of the city. Simultaneously, these same business
people would then be able to exchange the newly built suburban
campuses for the original university property downtown that
could then be converted for business use, thus obtaining an addi-
tional return on their original investment. This plan also copies
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Fig. 7. Development of Baku–Absheron Peninsula 1822–2011. Source: The State Committee on Urban Planning and Architecture of Azerbaijan Republic, The Greater Baku
Regional Development Plan, http://www.boyukbaki.az/info_en.php?section=3&subsection=13.
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Dubai’s policy on university clusters located in one area of the city
(Pacione, 2005).

Another example of a grand project of the post-Soviet period is
the construction of the Baku Flame Towers that are gradually
becoming a symbol of the city (for example they are frequently
placed on postcards bought by visitors). The towers symbolize
the long history of fire worshippers that considered Azerbaijan as
a birthplace for prophet Zoroaster. The Baku Flame Towers include
a residential tower that can accommodate 130 residential apart-
ments over 33 floors; a hotel tower that consists of 250 rooms
and 61 serviced apartments; and the office tower that provides a
net 33,114 square meters of office space (see Picture 5, Dia
Holding, 2011).

In addition to the iconic Flame Towers, the Heydar Aliyev Cen-
ter is another pearl of the construction boom in Baku. Occupying
57,519 m2, the Heydar Aliyev Cultural Centre, that hosts a confer-
ence hall, library, and museum, was opened in May of 2012. De-
signed by famous architecture Zaha Hadid, the center is one of
the many buildings that have been built in Baku over the last
2 years that represent a move away from the Soviet-dominated
past and toward a national identity. The center is part of a larger
redevelopment area and is expected to be the hub of the city’s
intellectual and cultural life (see Picture 6, Buildopedia, 2011).

Last but not least of the endevours in this list is the Khazar Is-
lands project. The project, spearheaded by the local company,
Avesta, covers a 3000 ha area. It will consist of 41 different-sized
islands and 19 districts in the Caspian Sea. The archipelago will
cover an area 24 sq/km by 8 km in length and 3 km in width. The
total length of the boulevard islands will be 50 km. The project
was launched 1.5 years ago and construction of 6–7 residential
buildings is underway on one of the biggest islands. It is expected
that, in general, the city, when completed in 2022–2023, will host
1 mln residents. Overall, it is expected that construction of these
artificial islands will cost $100 bn of which $30 bn will come from
foreign investors and another $30 bn from apartment sales.
According to the project, the price of completely renovated apart-
ments, will be around $4000–$5000 per square meter (Ahmadov,
2012). One does not need to be an expert to see the striking simi-
larity between the Khazar Islands and the Palm Islands in Dubai.
What is surprising about this project is how enthusiastic business
people and government officials are. None of the involved parties
seems willing to imagine the huge problems and dangers that
may plague this ambitious project (see Picture 7).

There are several issues that could make such a project unfeasi-
ble in Baku. First, the price of apartments will not allow average
Azerbaijani to buy apartments (even with a mortgage). The num-
ber of people capable of buying such apartments will hardly reach
5% of the intended one million residents. Second, unlike Palm
Jumeirah, it is hard to imagine that foreign investors or celebrities
would buy apartments in a volatile region with uneasy neighbors.
Last but not least, the inability of the Nakheel company (construc-
tor of the Palm Islands project) to sell their apartments has not
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Picture 4. The Crystal Hall Venue constructed for the 2012 Eurovision 2012 Song Contest. Source: Eurovision 2012 Contest, http://eurovision-2012.com/?p=3416.

Picture 5. The Flame Towers. A symbol of modern Baku depicted on tourist postcards. Source: Dia Holding Website, http://www.diaholding.com/.
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Picture 6. The Heydar Aliyev Center. A New Convention Center. Source: Dia Holding Website, http://www.diaholding.com/.

Picture 7. Khazar Islands Project. Source: Khazar Islands, http://khazarislands.com/.
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stopped Avesta from continuing the project. Overall, it seems that
urban elites are more concerned with making Baku livable for for-
eigners and turning it into a tourist destination, rather than a city
for its citizens. With high prices for almost everything and an
influx of oil money not supported by production, Baku is becoming
an extremely expensive city to live in and even to visit.

If we try to compare Baku’s development with Dubai, we can
see that both cities share many things in common. The first
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similarity is government-led development. As in Dubai, Azerbai-
jan’s government, not the private sector, has taken the lead. Even
the private sector is divided among the business groups closely
associated with the government. It allows the government to ob-
tain financial support if needed for any type of project. Govern-
ment-led development and no public involvement, make
decision-making in Baku as rapid as in Dubai. If the government
needs to build a new facility, sport center, industry or port, deci-
sions on such a strategic issue will be taken very quickly. Last
but not least, is the similarity in supply-generated demand. As in
Dubai, Baku is trying to build everything to overcapacity against
the advice of experts. Whether it is a hotel, housing or grandiose
projects such as the Khazar Islands, the logic of the business elites
can be explained by the phrase ‘‘supply goods or service and let it
generate its own demand’’ (Hvidt, 2009).

Thus, it seems that Baku is fitting Dubai’s model on certain
parameters. However, contrasts between the cities can completely
turn the luck of Baku. First, geographical constraints prevent Baku
from becoming a global city. Cities that transform from small
towns to mega cities are usually ports with access to an ocean. Sin-
gapore, Hong Kong and Dubai are in the center of sea trade with
easy access to neutral waters. Baku, with certain exceptions, could
be considered a land-locked city since the Caspian Sea does not
have access to the ocean. Second, unlike Dubai, Baku is the capital
of a state where almost 80% of the budget and GDP is generated.
Thus, a big share of its income is distributed all across the country.
Third, Baku’s (as well as Azerbaijan’s) economy is not diversified
and can be characterized as rentier state. The non-oil sector of
the country and the city’s economy is marginal. Unlike Dubai,
whose economy is characterized as knowledge-based with high
growth, high value-added products and global mobility, Baku’s
economy is not diverse at all and the major source of the income
depends on highly volatile commodity – oil. Finally, is the fact that
Dubai’s success was highly dependent on historical circumstances
of international surplus capital looking for profitable investment
possibilities in the 1990s and early 2000s. Dubai was lucky to be
able to take advantage of the opportunity to create a significant
build-up of physical and human assets within a relatively short
time (Hvidt, 2009). On the other hand, Baku’s rapid development
began during a period of world financial and economic crisis, when
excess capital rushed to save the economies of Europe and other
states. Thus, the only investment that spurred development in
Baku was government money received from oil sales.
Local administration

The structure of local administration of Baku does not differ
much from the Soviet period. Still, the president of the country ap-
points the mayor of Baku, who is usually called the Head of Exec-
utive Power/EP, and only the president of the country can replace
the mayor. At the same time, the president appoints the heads of
all eleven administrative districts of Baku. Technically, Baku’s
mayor is the head of the city, but he does not have the power to fire
or replace the heads of an administrative district. Thus, Baku’s
mayor is obliged to cooperate with the heads of districts and take
joint decisions. However, at the same time no proper mechanism of
decision-making has been established. Indeed, it was logical to as-
sume that a city council would be the next step, where the mayor
and eleven heads of districts could come together and take deci-
sions. Unfortunately the City does not have a Council bringing to-
gether the heads of EP of districts under Baku’s mayoral
leadership to solve problems. Each district solves problems in iso-
lation, or occasionally in consultation with the mayor’s office.
Although Baku has a two-tier administrative system, in terms of
the city mayor and EP heads at district level, the powers of these
two tiers are not properly defined and no official documents spec-
ify the exact distribution of powers.

In 1999, Azerbaijan introduced the system of self-governance or
bElEdiyE (municipalities). Currently, 1718 municipalities and
15,682 municipality members exist in the country whereas only
recently the number of municipalities was around 2750 (Agayev,
2007). Furthermore, municipalities are elected every 4 years in
general municipality elections, and there are now 52 municipali-
ties in Baku and the surrounding area. Initially, it was envisioned
that eventually the powers of EP would be smoothly transferred
to municipalities, making the city management system democrat-
ically elected. However, when the government did not pass the
functions and responsibilities of the EP to municipalities, the sys-
tem of governance became more complicated. Today, municipali-
ties lack both political and financial powers and have in practice
became an additional tier of government in terms of implementing
the orders and instructions of the EPs. The Congress of Local and
Regional Authorities of the Council of Europe have proposed to
have mayoral elections in Baku as well as to establish a large urban
municipality. However, government officials have stated that the
issue of establishing a single municipality could be seriously dis-
cussed only in 5 years (Avicya, 2010).
Informal settlements and housing market in Baku

Despite many positive changes, Baku has not been able to avoid
problems that often plague developing cities. As in many other cit-
ies, these problems included a retreat from planning; lack of insti-
tutional coordination; poor implementation of laws; chaotic
development patterns; suburban sprawl and a surge in informal
construction. Moreover, the impact of transformation was felt in
the loss of open space in urban areas, the privatization of the public
realm and social stratification. However, while in Central and East-
ern European cities the process of transformation was accompa-
nied by a decentralization of power and a greater role of public
participation and NGOs, in Baku. In contrast, governmental policies
led to further centralization, as well as an absence of democratic
participation. Indeed, a Byzantine system of governance inherited
from Soviet times, as well as ineffective resource management
and corruption, have hampered the city’s sustainability and pre-
cluded reforms in public administration. At the same time, the ab-
sence of a clear vision creates endemic problems such as
environmental pollution, urban sprawl, informal construction of
dwellings, as well as political and administrative fragmentation.

One major issue facing Baku’s development is the absence of a
Master Plan that would guide the development of the city. As
was mentioned before, the last Master Plan was designed and
introduced in 1984 and expired in 2005. As Kessides (2000) argued,
the usual socialist city ‘‘was structured with little regard to the lo-
gic of market forces and the spatial transformation of the post-
socialist urban areas in accord with the principles of market
efficiency has required significant adjustments in the spatial
arrangement of urban activities’’. Baku’s original Master Plan did
not envision the collapse of the central economy and its transfor-
mation into a market economy. The city’s new economy required
new types of buildings for the banking sector, hotels, business
and commercials projects among others. Moreover, the original
plan did not anticipate the explosion of Baku’s population. Thus,
without a Master Plan, Baku is developing in unorganized fashion
and the absence of zoning is leading to chaotic construction
(Khanlou, 2005). In fact, such a situation favors the business elites.
Without proper plans and zoning ordinance requirements, busi-
ness corporations can construct any type of building at random
in Baku, regardless of the consequences. Indeed, development
and construction has proceeded so fast that the inherited Soviet
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legislation has not been able to keep pace (Khanlou, 2005; Valiyev,
2009).

The situation with planning and zoning in Baku is exacerbated
by the fact that no single agency has been given a unifying and
coordinating responsibility over it. Several agencies and commit-
tees oversee such work without coordinating with each other.
The absence of a regulating body also adds to the problem of qual-
ity housing and construction. In contrast, during the Soviet period,
some restrictions existed in terms of building height due to Baku’s
location in an earthquake prone zone. These restrictions have been
lifted in the post-Soviet period, and the justification for the lifting
of these restrictions is being debated. It is true that since indepen-
dence, there has been only one significant earthquake (in 2000)
and that the few newly built high-rises that existed at that time
did not suffer significant damage. However, over the last 10 years
the number of high-rise buildings has increased significantly, and
concerns with safety continue to grow.

The rapid growth of Baku’s population has also significantly af-
fected the housing market in the country. The old Master Plan
envisioned that population of Baku, estimated at 1.7 m in 1985,
would grow to 2.26 m by 2006. Population forecasts considered
both natural growth and migration. The plan estimated that the
majority of the growth would be realized in small and medium-
sized cities within the Absheron peninsula that would not create
more pressure on Baku City itself. The plan estimated that total
residential housing would be 19.9 million m2 or 11.5 m2 per capita
in 1986. It was further forecast that per capita residential space
would be increased to 18 m2 and the total additional residential
space in Absheron peninsula would reach 22.3 million m2 in
2006. One of main purposes of the master plan was to provide
housing to every family in Baku City until 2000. The collapse of
the Soviet Union and the inability of the Master Plan to reflect such
dramatic changes led to complete chaos in the housing market.

Baku stood in the line with many other cities of Asia and some
in Europe (such as Tirana or Istanbul) in being unable to avoid the
Picture 8. Informal settlements in one of Baku’s suburba
problem of informal housing. However, before entering a discus-
sion on this situation, it is essential to define these terms. In Azer-
baijani, informal housing, or construction, in most cases, involves
some kind of dwelling built without legal documentation or per-
mit. In many cases, such construction does include some docu-
mented action issued by the municipalities, or local executive
government, for a fee, which is often a bribe. However, the next
elected municipality, or other state agencies, very often do not rec-
ognize these documents as legal. The phenomenon of informal
housing initially appeared in Azerbaijan in the 1990s and there
were several reasons that provoked the problem. First, after inde-
pendence, and the conflict with Armenia, in the 1990s, the country
faced huge problems relating to internally displaced people (IDP)s,
which numbered around 600,000. Many IDP families did not have a
choice, but rather moved to Baku where they were able to find
jobs. However, the high price of housing in Baku, as well as prefer-
ences of rural people to live on land rather than in buildings played
its role. Second, while there were homeless families who applied
for construction permits, the complex level of bureaucracy meant
that obtaining a response from the authorities could take several
months. Naturally, such families could not afford to wait such peri-
ods before starting construction on their dwellings. Furthermore,
there is no strict control, or penalties, which target informal con-
struction. As a consequence, the absence of modern urban develop-
ment plans further exacerbates the problem. In addition, systemic
corruption and the ineffective management of services also aggra-
vate the problem. As in Turkey, these houses are often called geceg-
ondu, which relates to the fact that such houses are built ‘over one
night’, in order to avoid interference by police or other administra-
tive agencies. Once informal housing is inhabited, the police re-
quire a court eviction order that could take years to obtain. The
common features of informal housing in Baku and the suburbs
are squatting on another person’s land (including State or munici-
pal property); no legal documentation (including construction per-
mits); unsafe structures and locations (buildings erected on utility/
n areas. Source: UN Commission for Europe (2010).
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infrastructure pipelines and gas, oil and electricity networks);
extensions of existing buildings with no construction permits;
and violations of the requirements for construction permits
(including technical norms and standards) (see Picture 8, UN Com-
mission for Europe, 2010).

By some raw estimates (UN Commission for Europe, 2010),
there are approximately 800,000 informal constructions in Azer-
baijan, including 500,000 in the Baku area alone. It is suggested
that 30% of Azerbaijan’s and 50% of Baku’s population, approxi-
mately 4 million, live in informal housing. An obvious problem
for residents is that informal houses lack addresses and are not
connected to basic utilities such as running water (UN Commission
for Europe, 2010). However, a number of positive improvements
did occur between 2005 and 2009, when more parks and schools,
roads, and new houses were provided by the state. Moreover,
informalisation around Baku does have clear social and environ-
mental implications that need to be considered. For example, there
is now a growing concern about these settlements and those com-
munities operating beyond formal regulations.

While informal residents remain socially, environmentally and
politically vulnerable, the authorities are also experiencing difficul-
ties with properly managing the land. The most significant concern
of the government is the fact that many of these informal houses
were constructed in the areas near electricity pylons, gas pipelines
and other infrastructural utilities, despite appeals from their own-
ers. According to public officials, around 5317 properties were built
too close to gas pipelines, of which 2814 were in Baku, 543 in the
nearby Absheron region and the rest scattered around the country.
Some 70% of the buildings were houses, while the rest were restau-
rants, shops, and other businesses (Hagverdiyeva, 2010). In 2008,
the government started seriously thinking about destroying houses
near strategic facilities, but were met with fierce opposition from
inhabitants. Yet another problem with informal housing is the fact
that many of them are built on the lands belonging to various gov-
ernmental agencies and the people who purchase them from munic-
ipalities who do not have rights to sell them. Thus, for example, the
State Oil Company of Azerbaijan Republic (SOCAR) revealed that
thousands of houses are built on their land. Indeed, around 5000
informal houses and facilities alone are built on territory owned
by the company Balakhany-Sabunchi that spans across 570 ha. SO-
CAR states that it is not only illegal to build on these territories but
also very dangerous, since the waste on these lands is hazardous
for human health. The response from the people inhabiting these
sites is that they had bought the land parcels from the municipali-
ties. As a consequence, the government prefers to close their eyes
to this issue, but the problem continues to expand. SOCAR has re-
acted by demolishing several houses built on its territory, which
has lead to violent clashes with residents, who fear that they will
have to move to yet unknown locations to resettle (Avciya, 2012).

Another major problem for Baku is the absence of a regulating
body that could inspect and ensure the safety of informal build-
ings. Currently, only the EPs, or municipalities, can provide permits
to construct houses or facilities. However, at some later date, such
properties are often considered dangerous to life by the Ministry of
Emergencies (MoE) and scheduled for destruction. In the absence
of a regulating body, tragic events frequently occur. For instance,
in 2007, some 20 rural migrants south of Azerbaijan were killed
in one of the nearly completed buildings in Baku. MoE claimed that
uneven foundations and low-quality construction work caused the
tragedy (Ismayilov, 2007). The tragedy opened up new debates
about the ability of government to keep up construction safety
standards in an earthquake-prone zone. According to Bahruz Pan-
akhi, the head of the department of seismology at the National
Academy’s Research Institute on Geology, an earthquake measur-
ing 4.5 on the Richter scale could destroy many buildings, regard-
less the number of stores (Ismailzade, 2006).
Analyzing the housing market of Baku, it is worth mentioning
that, for the last decade, construction has grown by 7.5 times. To-
day, over 1500 construction companies operate in the country. In
2011, around 1,351,200 square meters of housing were commis-
sioned in Baku, 25% more than in 2010 (BakuBuild, 2012) However,
the high oil prices and the influx of oil money to Azerbaijan since
2005, has resulted in skyrocketing apartment prices. As a conse-
quence, a two-bed room apartment in Baku could be as expensive
as one in Prague, Berlin or Frankfurt. The financial crisis of 2008
significantly affected the prices and they dropped by between
25% and 35%. It is interesting to mention that the financial crisis
did not have a great effect on the Azerbaijani economy since it is
heavily dependent on oil and gas export. It also did not affect the
purchasing power of the Azerbaijani population. Nevertheless,
the prices went down because the financial crisis hit Azerbaijani
citizens living in Russia who are the major buyers of Baku apart-
ments. Around 1 to 1.5 million citizens of Azerbaijan reside in Rus-
sia as migrant laborers. By some estimates (Markedonov, 2009),
around $1.8–2 billions are transferred to Azerbaijan every year to
support the families of these workers. The same migrants laborers
were the main buyers of apartments in the period of 2003–2008
keeping prices high. Often, the affluent migrant worker would
buy two, or even three, apartments in downtown Baku without
residing there for years. Thus, the financial crisis that hit the world
and Russia in particular, affected the purchasing ability of Russian-
Azerbaijanis. The prices for apartments in Baku before the crisis
was not affordable at all and a middle-income class family earning
from $700 to $1500 would hardly be able to buy an apartment that
equal to their 10-year income. Thus, the same circle of people –
governmental officials, businessmen closely related to government
as well as foreign citizens – were buying apartments in Baku. In
2007–2008, in order to revive the housing market, the government
launched a mortgage system letting people borrow money to buy
apartments. However, the mortgage system did not affect the pur-
chasing power of the middle class for several reasons. First, the
maximum amount of funds that citizen can borrow for 25 years
was limited to $65,000 and the citizen should contribute at least
15% of the funds for purchasing of apartment. The sum was too
small to buy a decent apartment since a 2 or 3 room apartment de-
cently renovated costs between $100,000 to $130,000. Thus, the
people only borrowed money to buy apartments in suburbia or
far from downtown. Second, the majority of newly constructed
houses in Baku do not have proper documentation. They have been
built by construction companies and sold to buyers before the state
commission inspected them. Most of the newly constructed build-
ings in Baku did not pass inspection and thus do not have docu-
mentation proving the property rights of the resident. The
residents usually only have a piece of paper confirming an agree-
ment between the construction company and the resident. Only
after the building passes inspection and gets approval, is a resident
able to register his or her property and get proper documentation.
In order to get a mortgage, the citizen needs to leave collateral at
the bank in the form of documentation for his/her new apartment.
Thus, the citizens are forced to buy apartments in the secondary
market or in old buildings that have proper documentation. By
2011 the government allocated around $190 million to revive the
housing market. By the end of 2009, over 3000 mortgage loans
had been given to people for buying apartments (Azerbaijan Mort-
gage Fund, 2010). Despite these measures, the property market lost
20% of its value in 2009 alone and over 30% over the period of the
crisis.

Today, the weighted average cost of 1 square meter of housing
in Baku is $780. Apartments in the primary market for bulk buyers
were offered at an average of $688, business class at $1250, and
luxury apartments at $2380 per m2 (Turan, 2011). The housing
market in Azerbaijan is also characterized by the lack of an ‘‘urban
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growth machine ‘‘consisting of consultants, bankers, brokers,
agents, and realtors (Logan & Molotch, 1987). In Baku, construction
companies are free to define the prices for houses and other prop-
erty. In addition, commercial property in Baku has experienced a
boom over the last 10 years. However, due to the current crisis,
interest in real estate in Baku is decreasing. The sale of real estate
in 2011 dropped by 15% in comparison with the previous year. To-
day, the price of commercial property in Baku is around $2720 per
square meter, a decline from the summer of 2011, when the price
of commercial property in downtown Baku cost around $4860 for a
square meter; territories further away from downtown cost from
$760 to $2144 (Khalilov, 2012).
Urban transportation

On the eve of independence, Baku had an effective and efficient
system of public transportation. The city had developed a subway
system while trams, trolleybuses and buses were typically able to
meet the demands of the city. However, the demographic explo-
sion between 1992 and 1999 has completely changed the situation,
and the public transportation is not able to serve the dispropor-
tionally increasing population. At the same time, under-financing
and the absence of funding for public transportation has further
exacerbated the situation. As a result, within a few years, new
types of transportation – marshrutka-jitneys – appeared on streets
of Baku. With a maximum capacity of 12–14 people, these mini
taxis were able to partially solve the mobility problem. However,
these mini-taxis also undermined the tram and trolleybus system
in Baku. Being slow and costing as much as jitneys, trams and trol-
leybuses were not able to compete. Thus, in 2000 trams and trol-
leybuses disappeared from streets of Baku. However, the jitneys
were not able to survive either. From the beginning of 2006, the
city government decided to change the image of the city and
started substituting regular large buses. Consequently, by 2010
all mini-taxis also disappeared from the streets, replaced by the
large buses. However, even today, the urban transportation system
of Baku experiences serious problems. First, disappearance of
trams and trolleybuses negatively impacted the ecological situa-
tion and CO2 emissions. Thus, the old Master Plan envisioned that
in 2006 around 30% of passenger transportation would fall on elec-
tro powered vehicles (against 17% in 1986). The first arises from
the rapid motorization of the country after the collapse of the So-
viet Union. Indeed, in 2000 around 440,000 cars were on the roads
of Azerbaijan including 146,000 in Baku alone. By 2010 around one
million cars were on the roads of the country, including 600,000 in
Baku. Moreover, around 50,000 more entered Baku from other
provinces. Therefore, 65% of all cars nationally commute to Baku
every day (Jafarli, 2011) Second, the road system of Baku remained
unchanged during the years 2000–2006 leading to substantial traf-
fic jams and accidents. Only in 2005 did the city administration be-
gin to construct bridges and express lanes to mitigate the situation.
Third, due to the high prices of property in downtown Baku and
high opportunity cost, it has become very expensive and not prof-
itable to build parking lots. Thus, drivers usually park on sidewalks,
or on the side of the roads, limiting the driving space. Last, but not
least, the low quality of public transportation adds another prob-
lem. Here the absence of express lanes for buses increases com-
muter time, thus discouraging people from using public
transport. Ordinary people prefer to commute either by taxi or in
their own cars. Investing more in a metro system that is quite
developed in Baku could solve the problem. In fact, the government
has built two new stations over the past 2 years and plans to con-
struct several more over next 5 years. The smart Transport System
launched in Baku in 2011 envisioned the installation of monitors
on all bus stations of Baku showing the timing of bus arrival and
departure time. Meanwhile, the large monitors on the central
streets were aimed at improving life for drivers by showing them
the roads in the city where the traffic jams were, helping drivers
to avoid such trouble spots. Nevertheless, the absence of an inte-
grated approach to solving urban transportation problem did not
allow the intellectual system to effectively solving the problems
and in fact did not help much overall.
Quo Vadis Baku?

It is hard to apply any literature on urban regimes to the case of
Baku because of the nature of politics in the city. Baku, in contrast
to case study cities such as Atlanta, New Haven, Chicago or New
York is not an independent body with an elected administration,
vibrant grassroots organizations or an independent business sector
that shapes its development. Development is totally in the hands of
the government in Baku. Moreover, the absence of fear of losing
elections by the mayor’s office and no public pressure make the
process of development opaque and highly patriarchal. Research
conducted by the author in 2010–2011 highlighted the deep disap-
pointment of Baku inhabitants in relation to urban development.
The majority of people interviewed among the wider public con-
sider themselves excluded from the decision-making process.
Moreover, Bakuvians are losing the feeling of ownership of their
city. They have now started to believe that the city no longer be-
longs to them; they have also begun feeling uncomfortable in the
environment, which has led to a passive attitude towards the deci-
sion-making process. Most of those interviewed had come to the
conclusion that protests will not lead to any change.

In this context, one remarkable feature of the redevelopment of
Baku is the absence of grassroots organizations. In many cities,
such as Prague, Moscow or Kiev, there are citizen groups trying
to influence the process by seeking information, writing petitions,
and providing alternative expert opinions, though they are not al-
ways successful. However, in Baku, this is not happening, and the
rather large and active NGO community of Baku is remarkably
uninterested in the process of urban transformation. Many of the
people interviewed also complained about the fact that govern-
ment and urban authorities do not inform them about proposed
projects. At the policy-making level, there is a clear deficit of infor-
mation. The public is usually informed about redevelopment pro-
jects after the decisions have already been reached, the projects
approved and the construction, or renovation, is about to begin.
The general public does not participate in the process of making
decisions about development, even though such issues have a pro-
found effect on their life. The process is now even less participatory
than in the pre-Soviet period when urban projects had to be at
least approved by the City Council and thus the Soviet legacy of
centralization and inaccessibility is being continued (Valiyev,
2010).

Having explored some of major issues relating to the urban
development of Baku, it is still very difficult to define a future pos-
sible model for the city. Indeed, it appears that none of the current
global models is a particular fit for the city. In fact, Baku already
displays some of the features characteristic of all models in that
it has the vitality of the Western European inner city neighbor-
hoods; the suburbanization of the North American style with erod-
ing downtowns and the creation of edge cities; eroded levels of
public services, as well as a rapid growth of informal houses in
poverty-ridden areas; and finally the booming economy and huge
investments, as in Dubai, Abu Dhabi or Singapore. Nevertheless,
after examining the construction and infrastructure projects, the
gentrification of the city center, as well as massive investments
into landmark buildings, it is becoming clear that the Baku admin-
istration and government is trying to increase the competitiveness
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of the city by increasing is attractiveness. In this context, Dubai
continues to be the most suitable model for the overall needs for
Baku, even though the two cities do not have much in common.
However, the perception of urban development among the city
elites is skewed toward understanding that Dubaization of Baku
is the fast shortcut toward becoming a world, or global city. How-
ever, it seems that these elites fail to understand that the geo-
graphical situation, financial resources, as well as historical
moment, enabled Dubai to emerge as a world city. In contrast,
Baku, unfortunately, lacks all three major components. Conse-
quently, random construction combined with environmental deg-
radation continues to negatively affect the image of Baku.
Therefore, if it is not currently possible to adopt the Dubai model,
the city could follow the model of European cities such as Prague,
Paris or Amsterdam and preserve its historical heritage, which
could have the benefit of attracting more tourists in contrast to
the current skyscrapers. Sadly, in the current situation, the city
administration fails to pay attention to the factors that would
make the city more cosmopolitan, tolerant and vibrant, while en-
abling the city to become more competitive in comparison with
other cities of the region.
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PREFACEPREFACE

This publication contains assessment of the reforms implemented in local self-
government in Armenia in 2009 and 2010. The assessment has been implemented on 
the basis of methodology designed by CFOA experts. The basis for assessment of the 
reforms has been the performance under programmatic provisions of the Government 
on local self-government in the country, indicators describing the situation in local 
self-government, and performance of obligations committed by the Republic of 
Armenia in the area of local self-government under the international treaties and 
agreements.

CFOA participates and follows the progress in local self-government reforms 
from the very outset of the system back in 1996. In the nearly fi fteen years past since 
the introduction of the system in the country, CFOA has published three books, which 
set out assessments of the reforms accompanied with numerous recommendations 
on further actions to be taken. The fi rst of these books (Local Self-government 
Reforms in Armenia: Policy Options and Recommendations, edit David Tumanyan, 
PhD Economics), was published in 2004. This publication encompasses articles 
describing the course and progress in reforms implemented in local self-government 
between 1996 and 2004.

The second book (Local Self-government Reforms in Armenia (2004-2006), 
Book 2; edit David Tumanyan, PhD Economics) was published in 2008. It sets out 
assessments on reforms implemented in local self-government in 2004-2006.

The third publication (Local Self-government Reforms in Armenia (2007-2008), 
Book 3; edit David Tumanyan, PhD Economics) was issued in 2009. Effective 
2007, CFOA implements assessment of local self-government reforms in Armenia 
in the shape of reports and their presentations to the public at large. These reports 
are designed and produced in unifi ed format and contain assessments grouped 
by individual components of local self-government, such as administrative and 
territorial division and inter-community cooperation, community property, fi nance, 
local elections and operations of LSGs, local democracy, administrative institutions 
and delivery of municipal services.

This book is already the fourth publication on local self-government reforms 
implemented in Armenia. In addition to the description of the progress in the local 
self-government reforms, the pending problems of the local self-government system 
as it exists in Armenia, as well as recommendations on their solutions have also been 
set out in this publication.
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1.  Legal and Programmatic Assessment of Reforms in the Local Self-1.  Legal and Programmatic Assessment of Reforms in the Local Self-
governmentgovernment

1.1. Assessment of legal aspects of reforms in local self-government1.1. Assessment of legal aspects of reforms in local self-government

Refl ecting constitutional provisions in legislation 

Legislation regulating local self-government systems in Armenia - together with 
a set of other laws – should have been brought into compliance with the provisions of 
the new Constitution within two years after its promulgation through referendum of 
November 27 2005, i.e. before December 6 2007. Nevertheless, before the beginning 
of 2009 no legislative change has been made to secure compliance with the new 
Constitution. The changes included:

a) Community Council shall establish local taxes in accordance with the legal 
procedure (Constitution, Article 107);

b) Implementation of relevant powers by the head of community shall be 
established by law (Article 107);

c) Principles and procedures of consolidation and/or de-merger of communities, 
as well as election timing in newly established communities shall be established by 
the law (Article 110);

d) Inter-community unions may be established in accordance with the legal 
procedure (Article 110).

National Assembly has not adopted any law on the above Constitutional 
provisions in the course of 2009. However, works towards adoption of these are 
underway.

Already in the end 2008 a package of legislative changes stemming from the 
Concept of Local Taxes was submitted to the National Assembly¸ and this package 
set out types of local taxes and provisions regulating their application at community 
level. On September 25 2009 the Standing Commission of the National Assembly 
for Territorial Administration and Local Self-government convened parliamentary 
hearings with agenda covering, inter alia, the above package. However, the package 
had not reached any of the agendas of National Assembly panel sessions. In 2009 
Communities Finance Offi cers Association designed the draft law on Hotel Tax, 
which was submitted to the Ministry of Territorial Administration as a legislation 
stemming from the Concept of Local Taxes. The Ministry has circulated the draft 
for review and comment, and designed new version of the draft together with the 
CFOA experts. The new version of this legislation was submitted to the Government 
on December 16 2009.

During 2009 Communities Finance Offi cers Association has developed two 
draft laws on implementation of a mandatory (Rules of Procedures for Heads of 
Municipalities on Garbage collection and disposal and Sanitary Cleaning) and a 
delegated (Rules of Procedures for Heads on Municipalities on Implementation of a 
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Delegated Power of Social Assistance) power and submitted the drafts to the Ministry 
of Territorial Administration, which initiated this work. Another draft legislation 
drafted by Community Finance Offi cers Association was on a framework law on 
implementation of powers attributed to heads of municipalities. The fi rst two pieces 
of legislation were under discussion by the end of 2009.

Back in 2008 Government of Armenia took note of the Conceptual Approaches 
to Establishment of Inter-community Unions and Consolidation of Communities 
(December 12 2008). The Approaches were further elaborated and the Government 
issued a protocol decree N17, dated April 23 2009, on taking a record of the Conceptual 
Approaches to Establishment of Inter-community Unions and Consolidation of 
Communities and tasked the Minister of Territorial Administration to design and 
submit a draft government decree on establishment of inter-sectoral commission with 
the objective to fi nalise the draft Approaches. According to the decree of May 26 
2005 the Prime Minister approved the structure of the commission, which included 
Members of Parliament, ministers, regional governors, as well as representatives 
of research institutions and non-government organisations. The opening session 
of the commission held on June 6 2009 established three working groups, namely 
Community Consolidation, Establishment of Inter-community Unions, and Public 
Participation and Awareness. The working groups convened several sessions but the 
fi nal draft of the Concept had not been adopted by the end of the year. Moreover, 
legislation was not adopted, nor amendments in existing laws were introduced 
to regulate principles and rules of procedures for consolidation and de-merger of 
communities. Finally, no law was adopted on inter-community unions either.

Thus the work required to introduce relevant amendments and changes in 
legislation to conform to the new Constitution has been dragging in 2009 with no 
fi nal result recorded.

In parallel with the above legislative changes and/or adoption of new legislation 
required by the Constitutions, the Law on Local Self-government envisages 
promulgation of legislation on municipal securities with no specifi c deadline 
established. In 2009 this law was not adopted either.

Amendements in laws regulating local self-government

In 2009 few changes were made in laws regulating local self-government in the 
country.

Only one amendment has been introduced in the Law on Local Self-government 
(November 18 2009). This amendment provides mandatory power to the heads 
of municipalities to make arrangements in defence. Similar amendment has been 
introduced in the Law on Local Self-government in Yerevan (November 18 2009) to 
provide this power to the Mayor of Yerevan.

Changes and additions were introduced in the Law on Municipal Service (May 
19 2005). These are linked with the status of a self-government body to the city of 
Yerevan.
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The National Assembly passed the fi rst reading of the new Law on Financial 
Equalisation (April 29 2009), which substantially improves the mechanism of 
allocating equalisation subsidies among self-government bodies.

1.2. Assessment of Programmatic Reforms in Local Self-government1.2. Assessment of Programmatic Reforms in Local Self-government

In 2009 the Programme of Activities of the Government, which was approved 
by the National Assembly on April 30 2008, was put into legal force (Box 1). 
Implementation of the self-government sector related sections of this Programme 
are predominantly those stemming from the amendments in the Constitution (See 
Section 1.1.).

The Presidential Resolution NK-68-A, dated May 6 2009, established the list 
of actions designed for implementation of Plan of Actions under the European 
Neighbourhood Programme in 2009-2011. Actions in the area of local self-government 
set out in this document also stem from the Constitutional amendments.

Other works implemented in this area include installation of information 
governance system in 67 urban and rural communities in the framework of Public 
Sector Modernisation Project. Thus, by the end of the year e-governance systems 
are available and operational in 225 communities and all 54 territorial units for 
registration of civil status, which enable electronic implementation of functions and 
responsibilities by the above bodies. Relevant hardware and software were installed 
in the above communities, and professional training was delivered to the involved 
municipal staff involved1.

The overarching long-term programme of socio-economic development of the 
government is the Sustainable Development Programme (SDP) adopted on October 
30 2008, and which is the reviewed and updated version of PRSP. It also contains 
provisions on local self-government (Box 2). Global fi nancial and economic crisis 
has had signifi cant impact on the economy of Armenia. Overwhelming economic 
decline was recorded in 2009 in Armenia, which gave rise to a situation whereby a 
number of provisions and programmed indicators in the Sustainable Development 
Programme became unrealistic hence the need for thorough review of the entire 
Programme.

Thus, like in the case of PRSP for 2007 and 2008, several areas, including 
main policy directions of local self-government, were not refl ected in the SDP for 
2009. Overall, programmatic reforms in local self-government sector may not be 
considered satisfactory for 2009.

Assessment of activities of public authorities responsible for development of 
local self-government

There are two public authorities responsible for development of local self-
government systems in Armenia, namely, the National Assembly and the Government 
of Armenia.

1 2009 Performance Report of the Ministry of Territorial Administration of Armenia, www.mta.gov.am.
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The Standing Commission for territorial administration and local self-government 
established in the National Assembly in summer of 2008, organised a series of hearings 
of draft legislation, convened sessions and approved a number of draft legislative 
acts in the sphere of local self-government. However, the Commission has limited its 
operations solely to discussion of draft legislation submitted by the Government of 
Armenia and implementation of procedural actions, but it never initiated legislative 
processes or documents in relation to local self-government systems in the country.

As the state authorised body for local self-government, the Ministry of Territorial 
Administration implemented certain works in 2009 towards organising discussions 
of draft laws, initial approval and submission to the National Assembly for discussion 
and adoption.

In addition to legislation, the Ministry of Territorial Administration is also 

Box 1: Abstract from the 2008 Government Program (4.2.2. Territorial administra-Box 1: Abstract from the 2008 Government Program (4.2.2. Territorial administra-
tion and local self-government)tion and local self-government)

Increasing the role of the community, through acceptance of the community by the population as Increasing the role of the community, through acceptance of the community by the population as 
a unit representing the interests of its members and increase of willingness to participate in addressing a unit representing the interests of its members and increase of willingness to participate in addressing 
community issues is an important challenge. It will support the increase of accessibility and a high community issues is an important challenge. It will support the increase of accessibility and a high 
level of the services provided by community authorities. To achieve these objectives:level of the services provided by community authorities. To achieve these objectives:

In the fi rst place, the reforms stemming from the Amended Constitution will draw clear lines In the fi rst place, the reforms stemming from the Amended Constitution will draw clear lines 
between the functions of territorial administration and local self-government bodies. Cooperation between the functions of territorial administration and local self-government bodies. Cooperation 
procedures and checks and balances will be developed and implemented in the relationship between procedures and checks and balances will be developed and implemented in the relationship between 
the community council, which will have greater powers, and the community mayors, which will be the community council, which will have greater powers, and the community mayors, which will be 
better protected.better protected.

Second: from the standpoint of the Amended Constitution, clarifying and defi ning specifi c as-Second: from the standpoint of the Amended Constitution, clarifying and defi ning specifi c as-
pects of local self-government in the City of Yerevan will be essential. The Government will support pects of local self-government in the City of Yerevan will be essential. The Government will support 
the establishment of community councils and increase of transparency and publicity of their work the establishment of community councils and increase of transparency and publicity of their work 
through legislative reforms.through legislative reforms.

Third: the effi ciency of the system of state budget fi nancial support to community budgets will be Third: the effi ciency of the system of state budget fi nancial support to community budgets will be 
enhanced. Financial equalization mechanisms will be improved by differentiating the types of sup-enhanced. Financial equalization mechanisms will be improved by differentiating the types of sup-
port provided to communities. Measures will be taken to ensure a continuous increase of local self-port provided to communities. Measures will be taken to ensure a continuous increase of local self-
government bodies’ budget revenues. Activities will be carried out to minimize regional disparities government bodies’ budget revenues. Activities will be carried out to minimize regional disparities 
and to improve access to the appropriate services, in particular:and to improve access to the appropriate services, in particular:

- Clarifying the functions and capabilities of territorial administration bodies, introducing modern - Clarifying the functions and capabilities of territorial administration bodies, introducing modern 
technologies for governance, and enhancing transparency;technologies for governance, and enhancing transparency;

- Raising the effi ciency of the local self-government system and improving the quality of services - Raising the effi ciency of the local self-government system and improving the quality of services 
provided by local self-government bodies, as well as governance skills and abilities in the local self-provided by local self-government bodies, as well as governance skills and abilities in the local self-
government sector; andgovernment sector; and

- Creating a unifi ed database for communities.- Creating a unifi ed database for communities.
- Ensuring proper implementation of functions assigned by the law to guardianship and trustee - Ensuring proper implementation of functions assigned by the law to guardianship and trustee 

bodies,bodies,
Fourth: activities will continue to facilitate the creation of inter-community unions, and practical Fourth: activities will continue to facilitate the creation of inter-community unions, and practical 

measures will be implemented towards community consolidation.measures will be implemented towards community consolidation.
Fifth: the Government plans to carry out activities to develop community infrastructure (roads Fifth: the Government plans to carry out activities to develop community infrastructure (roads 

and water supply).and water supply).
To increase the accessibility and quality of services provided by local self governance bodies:To increase the accessibility and quality of services provided by local self governance bodies:
- Norms, criteria and rules for implementation of mandatory liabilities will be defi ned,- Norms, criteria and rules for implementation of mandatory liabilities will be defi ned,
- It will be possible to monitor the exercise of mandatory powers based on the criteria of internal - It will be possible to monitor the exercise of mandatory powers based on the criteria of internal 

(community council, community population) and external control.(community council, community population) and external control.
Implementation rules and fi nancing mechanisms for delegated powers will also be defi ned to Implementation rules and fi nancing mechanisms for delegated powers will also be defi ned to 

streamline the exercise of delegated powers and the level of fi nancing required for the exercise of streamline the exercise of delegated powers and the level of fi nancing required for the exercise of 
such powers.such powers.

To facilitate the establishment and introduction of a comprehensive community service system, To facilitate the establishment and introduction of a comprehensive community service system, 
community service legislation will be improved, a fi rst stage of training for community servants will community service legislation will be improved, a fi rst stage of training for community servants will 
be completed, and continuous further training will be ensured. There will be a transparent process of be completed, and continuous further training will be ensured. There will be a transparent process of 
attestations of community servants and competitions for fulfi lling vacancies in community service.attestations of community servants and competitions for fulfi lling vacancies in community service.
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responsible for its enforcement and practical application of legislative provisions. To 
this end, the Ministry has implemented series of activities, in particular, institutional 
establishment of municipal service, development of systems of legal supervision 
over local self-government bodies, introduction and exemplary rules of procedures 
of the Community Councils, and provision of support to collection of own revenues 
at local level. Signifi cant progress in publicity and transparent modus operandi of the 
ministry has been recorded. Materials, documents and data on local self-government 
are readily accessible on the web site of the ministry. The Ministry has held series 
of workshops for reporters and journalists to replenish their knowledge about local 
self-government system and communicate information about the sector policies. 
Nevertheless, in 2009 it was not possible to maintain the momentum gained in autumn 
of the previous year, and a slowdown in the rate of implementation of activities and 
fi nal results was observed particularly in the area of legislative work.

1.3. Implementation of international obligations1.3. Implementation of international obligations

Box 2: Abstract from Sustainable Development Program (10.1.1. Structural and Box 2: Abstract from Sustainable Development Program (10.1.1. Structural and 
Functional Reforms of Public Administration SystemFunctional Reforms of Public Administration System

439. An important task of the public administration system is to strengthen capacities of the 439. An important task of the public administration system is to strengthen capacities of the 
local self-governance bodies. The new Law “On Local Self-Governance” has improved and added local self-governance bodies. The new Law “On Local Self-Governance” has improved and added 
functions and powers of the local self-governance bodies. However, a poor level of administrative functions and powers of the local self-governance bodies. However, a poor level of administrative 
capacities and administrative fragmentation in communities reduce the operational effi ciency of local capacities and administrative fragmentation in communities reduce the operational effi ciency of local 
self-governance bodies in applying new mandatory and delegated powers. In this respect, consolida-self-governance bodies in applying new mandatory and delegated powers. In this respect, consolida-
tion of communities and creation of intercommunity unions, strengthening of management capacities tion of communities and creation of intercommunity unions, strengthening of management capacities 
in large rural communities, provision of workstations with modern hardware and communication in large rural communities, provision of workstations with modern hardware and communication 
means is important.means is important.

440. The following reforms are also required in the area of local self-governance:440. The following reforms are also required in the area of local self-governance:

(i) Adoption of legislative acts on implementation of mandatory powers of communities, which:(i) Adoption of legislative acts on implementation of mandatory powers of communities, which:

- Will set forth procedures, norms and criteria for implementation of mandatory powers;- Will set forth procedures, norms and criteria for implementation of mandatory powers;
- Based on the procedure and norms for implementation of mandatory powers, will clarify and - Based on the procedure and norms for implementation of mandatory powers, will clarify and 

establish the least amount of fi nancing required for exercising mandatory powers;establish the least amount of fi nancing required for exercising mandatory powers;
- Based on the criteria, will provide an opportunity to carry out the internal (community council, - Based on the criteria, will provide an opportunity to carry out the internal (community council, 

community members) and external supervision over implementation of mandatory powers.community members) and external supervision over implementation of mandatory powers.

(ii) Setting of procedure and fi nancing mechanisms for implementation of powers delegated to (ii) Setting of procedure and fi nancing mechanisms for implementation of powers delegated to 
the communities by the Government, which will clarify the implementation functions for delegated the communities by the Government, which will clarify the implementation functions for delegated 
powers and the amount of fi nancing required to carry out the delegated powers. Once the legislation powers and the amount of fi nancing required to carry out the delegated powers. Once the legislation 
defi ning the procedure for carrying out mandatory powers is in place, it will be possible to enforce defi ning the procedure for carrying out mandatory powers is in place, it will be possible to enforce 
the Article 67 of the Law “On the Local Self-Governance”, which is a fundamental provision of the the Article 67 of the Law “On the Local Self-Governance”, which is a fundamental provision of the 
European Charter on Self-Governance.European Charter on Self-Governance.

441. The Government wants to improve the fi nancial equalization system in place to take into 441. The Government wants to improve the fi nancial equalization system in place to take into 
account not only per capita income capability of the community, but also its expenditure needs. As a account not only per capita income capability of the community, but also its expenditure needs. As a 
result, there will be a more targeted distribution of equalization amounts and fi nancial fl ows will be result, there will be a more targeted distribution of equalization amounts and fi nancial fl ows will be 
mainly directed to the poorest communities.mainly directed to the poorest communities.

442. As a result of the aforementioned reforms, the local self-governance bodies will start to carry 442. As a result of the aforementioned reforms, the local self-governance bodies will start to carry 
out many of the powers that currently are not exercised, administrative expenses will signifi cantly out many of the powers that currently are not exercised, administrative expenses will signifi cantly 
reduce, the effi ciency of the local self-governance system and the availability and quality of provided reduce, the effi ciency of the local self-governance system and the availability and quality of provided 
services will increase, new preconditions will be created for the supervision carried out by the com-services will increase, new preconditions will be created for the supervision carried out by the com-
munity council and public, the effi ciency of implemented powers and use of fi nancial resources will munity council and public, the effi ciency of implemented powers and use of fi nancial resources will 
increase.increase.
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Being a member state in the Council of Europe, Armenia has assumed relevant 
obligations in the area of local self-government. These obligations target inclusion 
of principles of European Charter of Local Self-government and assignments of the 
Congress of Local and Regional Authorities in the legislation of Armenia and actual 
application of relevant mechanisms. Implementation of legislative obligations in this 
context is continuously deferred in spite of remaining on the agenda (See Section 
1.1. of this report). Armenia is yet signifi cantly lagging in practical application of the 
principles of the European Charter of Local Self-government.

Close cooperation has been established between Armenia and European Union 
in the recent years. Armenia is part of European Neighbourhood Programme (ENP) 
and Eastern Partnership. The ENP Action Plan and Indicative National Programme 
for 2007-2010 set out certain provisions on local self-government, which essentially 
refl ect the obligations of Armenia in the framework of implementation of the above 
programmes. These provisions are built around implementation of Constitutional 
amendments and securing application of principles of the European Charter of Local 
Self-government, while the progress in their implementation lags.

2. Administrative-Territorial Division and Inter-community 2. Administrative-Territorial Division and Inter-community 
CooperationCooperation

Changes that took place in administrative-territorial division of Armenia in 
2009 are preconditioned by the major fact of revision of the status of Yerevan, which 
became a community. In accordance with the Law on Local Self-government in 
Yerevan (December 26 2008), the fi rst elections into the Community Council of 
Yerevan were held on May 31 2009.

Yerevan Community Council stepped into full function on June 8 2009, and 12 
district communities of Yerevan were restructured into a single Yerevan community. 
As a result of this restructuring the number of communities in Armenia was reduced 
from former 926 to 915, including 866 rural and 49 urban. According to the 
above law, Yerevan has acquired the status of single-tiered local self-government. 
12 administrative districts were established across the former territorial and 
administrative units of neighbourhood districts. Head of administrative units are 
appointed and dismissed by the Mayor of Yerevan.

The issue of administrative-territorial reforms continue to remain high on the 
agenda of the republican government. As mentioned earlier, the Government of 
Armenia issued a protocol decree on April 23 2009, which take a record of the Concept 
of Establishment of Inter-community Unions and Consolidation of Communities; in 
addition, inter-sectoral commission was established in accordance with the relevant 
Resolution of the Prime Minister (May 26 2009). The inter-sectoral commission, in 
turn, has established the working group on consolidation of communities. However, 
as at the end of 2009 no particular results were recorded in the works of either of the 
above two units.

In contrast to administrative-territorial division, signifi cant works have been 
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implemented towards distribution of land plots outside the administrative boundaries 
of the communities and their integration within the community territories. In the 
course of 2009, amendments and additions were made in the Law on Administrative-
Territorial Division of Armenia through three new legislative acts. The law 
promulgated on May 19 2009 provides description of the boundaries of the city of 
Yerevan; at the same time, the laws of May 19 2009 and November 6 2009 provides 
descriptions of the boundaries of communities in Kotayk and Shirak, and Ararat, 
Armavir and Vayots Dzor marzes, respectively. The government commission on 
regulating description and mapping of boundaries of marzes and ingredient local 
self-government bodies continued adjustment and correction of administrative 
boundaries of local self-government bodies in other marzes.

As at January 1 2010 population of Armenia was 3249.5 thousand2, an increase 
of 11.5 thousand compared to the number recorded in the previous year. This fact 
together with reduction of communities (11) preconditioned the number of population 
per local self-government unit, i.e. 3551 people as at January 1 2010 (3479 as of 
January 1 2009). However, average number of population per community, with 
largest three units of Yerevan, Gyumri and Vanadzor excluded, is only 2063 people. 
In terms of this indicator, Armenia occupies one of the bottom lines in the list of 
Council of Europe member countries, while the indicator per se demonstrates high 
degree of fragmentation of local self-government units in the Republic of Armenia.

In 2009 no signifi cant developments were recorded in terms of inter-community 
cooperation. Because of shortcomings in the existing legislation, inter-community 
unions (consortia) were not established. In contrast, two new communities associations 
were created, more specifi cally, the Communities Association of Armenia with only 
40 (out of total of 915) members as of its establishment on October 7 2009, and the 
Sevan Communities Association with 7 members as of its establishment on October 
28 2009. As of January 1 2010, there are 25 communities Associations registered 
in Armenia, which covered less than half of total communities in the country. 
Nevertheless, communities associations are still very passive in defending the rights 
of local self-governments.

The only practice of cooperation among local self-governments, exercised 
through directly concluded contracts, is the implementation of the function to 
conduct databases of and collect the property and land taxes through institutional 
units established jointly by cooperating communities. By the end of 2009 there 
are 75 such units operating in the country. The process of handing over land tax 
databases to the local self-governments and the above units launched on July 1 2007 
continued in 2009. By the end of 2009, the land and property tax databases were not 
handed over to only 41 local self-governments3, which had not applied to the State 
Committee for Revenues with the relevant request.

In 2009 a set of cooperation agreements were concluded between Armenian 
and foreign local self-government bodies, and arrangements were reached to launch 
expand cooperation initiatives. These agreements include cooperation between 

2 Number of resident population in Armenia as of January 1 2010, www.armstat.am.
3 Source: State Committee for Revenues of Armenia.
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Gavar and Novorossiysk (Russia), Ararat and Bussy-Saint-Georges (France), Sevan 
and Bussy-Saint-Georges (France), which are urban cooperation arrangements4.

3. Property and Financial Independence of Communities3. Property and Financial Independence of Communities

In 2009 few changes were introduced in the legislation regulating local self-
government fi nance, namely, insignifi cant technical changes and additions were 
made in the Law on Local Self-government, Law on Budgetary System, and Law 
on Property Tax. On April 7 2009 the National Assembly adopted the Law on Land 
Tax Privileges.

Several amendments in the Law on Budgetary System adopted on October 24 
2007 were introduced effective January 1 2009. According to these amendments:

“Revenues from recurrent and capital transactions” and “receipts from - 
alienation of non-fi nancial assets” were removed from the list setting out types of 
budgetary revenues;

In the list of revenues ascribed to the current fund of the community budgets - 
by law and other legislative acts, the sub-clauses “c” and “d”, Clause 1, Article 281 
superseded the former “offi cial transfers” with grants, and “non-tax revenues” with 
other revenues;

Budget expenditures were replenished with “transactions with non-fi nancial - 
assets”, which, in turn, is divided into two components, i.e. “expenditures for non-
fi nancial assets” and “receipts from alienation of non-fi nancial assets”.

 
3.1. Property of Community3.1. Property of Community

The Government decree N 604-N of May 29 2009 establishes the list of assets 
handed over to the city of Yerevan as own property. Other Government decrees 
established similar lists of assets and property to Bavra rural (N50-A, January 15 
2009) and Gyumri urban communities (N325-A, April 2 2009) of Shirak marz. In 
the two latter cases the property mostly included residential space, which had been 
handed over to the local self-governments for allocation on a free of charge basis. In 
addition, grants in the shape of assets were allocated to the local self-governments 
under the government decree N309-N dated March 26 2009. According to this decree, 
part of the assets acquired in the framework of loan projects concluded between the 
government of Armenia International Fund for Agricultural Development on January 
28 2005 and OPEC International Development Foundation on April 21 2007 will be 
handed over to the local self-government bodies listed in the Appendix to the decree. 
According to the government decree N411-N dated April 16 2009, assets have 
been acquired in the framework of the Rural Enterprise Small-scale Commercial 
Agricultural Development, which is implemented on the basis of the agreement 
between the Government of Armenia and International Development Association of 

4  Annual Information Progress Reports on implementation of priority activities of the Ministry of Territorial 
Administration of Armenia, 2009, www.mta.gov.am.
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July 20 2005. Part of these assets in the value of 423.5 mln drams has been provided 
to a number of communities; in addition, implementation of the same project enabled 
replenishment of equity of the relevant institutions under the local self-government 
bodies with expenditures for rehabilitation of potable water infrastructures in the 
amount of 126.7 mln drams. Finally, according to the government decree N805-A 
dated July 16 2009, part of the hardware and software equipment acquired in the 
framework of the agreement between the Government of Armenia and International 
Development Association has been donated to a number of communities involved in 
the above project (these are set out in the Appendix to the Government decree).

In 2009, the Chamber of Audit of Armenia implemented reviews in local self-
governments of Armavir5 and Lori6 marzes, as well as Gyumri city7 and administrative 
district of Shengavit in Yerevan, which identifi ed infringements and breaches in 
the area of property management by local self-government bodies, in particular, 
accounting, leasing and alienation of community assets. The summary analyses of 
community assets management and use indicate that a set of decisions of local self-
government bodies, which contradicted legislation, resulted in substantial losses to 
the community budgets. There are cases indicated when provisions of Law on Public 
Procurements were breached, land plots are rented at prices substantially lower 
than the rates prevailing in the market, starting prices for public tenders were not 
established by community councils prior to taking decisions on rent of the community 
lands, formal contracts were not concluded for rent of lands, receipts from alienation 
and/or rent of land plots were not accredited to the community budgets, plots were 
rented out without any tenders or auctions, and, fi nally, infringements of certain 
provisions of the Land Code of Armenia.

In Shengavit administrative district of Yerevan (the transactions were 
implemented when this unit was a neighbourhood district) buildings of pre-school 
establishments, sports school, a library, and extra-curricular institutions were alienated 
to individual citizens and/or legal entities through sales or free of charge breaching 
Clause 4, Article 30 of the Law of Armenia on Pre-school Education. According this 
clause, “Buildings of pre-school educational establishments, which are property of 
state and/or local self-government may be alienated for public or state needs only 
in exceptional cases and by law”. In the meantime, the alienated assets seized to be 
used for their statutory purposes. Moreover, in some cases the assets were alienated 

5 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Armavir marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N17/4 dated June 
30 2009.

6  Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Lori marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N30/2 dated December 
15 2009.

7  Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of community assets in local self-government bodies 
in the city of Gyumri, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N4/2 dated 
February 10 2010.
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at rates, which were substantially lower than their market values8.
In the town of Vanadzor a tennis and billiard site was sold at 430.0 thousand 

drams when the cadastral value of this site was 17.481.0 thousand drams; moreover, 
according to the assessment of this asset made by Prothemeus Bank in the framework 
of collateral contract deal the asset was evaluated to be 28,161.0 thousand drams 
against which a loan of 100,000 USD was allocated to the company owning the 
asset.

Like in the previous years, in 2009 replenishment of community property was 
predominantly implemented through expenditures on capital and/or non-fi nancial 
assets (See: Tables 1 and 2). Amount of capital expenditures in 2009 totalled 9447.2 
mln drams, which is a signifi cant, i.e. 40%, decrease compared with the indicator 
for 2008 (15833.5 mln drams). In contrast to previous years (except 2007), when 
the predominant share of capital expenditures was attributed to capital renovations 
(62.9% in 2008, 40.1% in 2007, and 57% in 2006), in 2009 the shares of capital 
investments and capital renovations in capital expenditures are almost equal (49.4% 
and 50.6%, respectively).

Table 1: Expenditures for non-fi nancial assets of communities in 2009 
         (mln drams)

Line Contents Amount
1 2 3

5000 Expenditures for non-fi nancial assets 9447.2
5100 Including:1. Fixed assets 9369.7
5110 Of which: Buildings and structures 7433.5
5111 Of which: Acquisition of buildings and structures 16.4
5112            - Construction of buildings and structures 2635.6
5113            - Capital renovation of buildings and structures 4781.5
5120                   Machinery and equipment 1566.5
5121 Of which: Transportation machinery 670.8
5122            - Administrative equipment 612.1
5123            - Other machinery and equipment 283.6
5130                     Other fi xed assets 369.8
5200  2. Inventories 75.5
5300  3. High value assets 1.0
5400  4. Non-produced assets 1.0
5411 Including: land 1.0

Share of acquisition of buildings, structures and residential fl ats in total capital 
assets acquired continues to remain insignifi cant and it further reduced reaching 
0.8% in 2009 vs. 2.5% in 2008, share of acquisition of machinery and equipment 
has signifi cantly increased not only in terms of shares (reaching 45.8% in 2009 from 
18.9% in 2008), but also in absolute terms. Acquisition of transportation machinery 

8 Progress report on supervision over use of budget resources, securing revenues of the local 
budgets, as well as management and use of community assets in Yerevan Shengavit administrative 
district; Appendix to the Decision of the Council of the Chamber of Audit of Armenia N8/7 dated 
March 15 2010.
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has somewhat decreased to reach 34.3% from previous 39%, and acquisition of other 
assets has signifi cantly decreased from 39.6% in 2008 to 19.0% in 2009. Expenditures 
for acquisition of land totalled only one million drams.

According to the government decree N166-A dated February 19 2009, the water 
pipeline (24000 metres, 12.3 mln drams) in Nor Kharberd, which was on the balance 
sheet of Shengavit neighbourhood district of Yerevan was donated to the Republic 
of Armenia.

According to the 2009 report on availability and allocation of the land stock 
of Armenia (Land Balance as approved by the government decree N1095-N dated 
September 23 2009), 1042.92 thousand hectares out of total 2974.26 thousand hectares 
of land stock in the republic (35.06%) is a municipal property (1074.55 hectares, or 
35.22% in 2998), including 535.41 thousand hectares of private (individual) property, 
21.22 thousand hectares of property of legal entities, 1374.63 thousand hectares 
of state-owned lands, 0.08 thousand hectares of foreign states and international 
organisations). According to the government decree N477-N dated April 30 2009, 
state-owned lands located within administrative boundaries of Yerevan community 
have been handed over to the municipal ownership (except some categories of areas 
established by the above decree).

Table 2: Replenishment of community property through capital expenditures in 
2008-2009 

2008 2009
Mln 

drams Share Mln 
drams Share

Capital expenditures, total, including 15833.5 100.0 9447.2 100.0
1. Capital investments, including 5876.1 37.1 4665.7 49.4

1.1 Capital construction 2583.9 16.3 2635.6 27.9
1.2 
1.3 
1.4

Drafting and surveying 
Geological works 
Formation of material inventory stocks

212.8 1.3 75.5 0.8

1.5 Acquisition of capital assets, including 1746.8 11.0 1954.6 20.7

1.5.1 Expenditures for acquisition of 
buildings, structures and residential fl ats 43.3 0.3 16.4 0.2

1.5.2 Expenditures for acquisition of 
machinery and equipment 329.7 2.1 895.7 9.5

1.5.3 Expenditures for acquisition of 
transportation machinery 680.8 4.3 670.8 7.1

1.5.4 Expenditures for acquisition of land 0 0 1.0 0

1.5.6 Expenditures fro acquisition of other 
assets 691.8 4.4 370.7 3.9

2 Expenditures capital renovations 9957.3 62.9 4781.5 50.6



205

According to the government decree N84-N dated January 8 2009, with the 
objective to implement Iran-Armenia gas pipeline construction project a set of land 
plots in a number of local self-government bodies was given a status of priority state 
need and a demand for their alienation was tabled; part of these land plots, i.e. 97.9 
hectares, represent community property. The local self-governments that fall under 
the above decree are located in Syunik, Vayots Dzor and Ararat marzes, where the 
pipeline should be installed (the list of the involved local self-government bodies is 
provided in the Appendices to the above decree).

Another government decree, namely N728-N dated June 26, was issued in 2009 
to establish a list of areas where urban development projects of special regulation 
should be implemented in a number of communities. Among those urban communities 
are Gyumri, Vanadzor, Dilijan, Jermuk, Vagharshapat, Ashtarak and Goris, and rural 
communities are Tatev and Halidzor.

Legal and organizational types of community organisations

According to the Article 72 of the Civil Code, state and local authorities are not 
entitled to act as participants of economic agents and organisations. The contradiction 
between this article and Article 52 of the Law on Local Self-government (“community 
organisations may be commercial, which are entirely or partially owned by local 
self-government bodies”) was been lifted in 2009.

As of January 1 2010, there were 1417 organisations9 (1427 as of January 1 
2009), which are under the community ownership in Armenia, of which 461 are 
legal entities 100% owned by communities (490 in 2008), 236 are commercial 
legal entities with state and community shares (316 in 2009), and 720 community 
non-commercial organisations (621 in 2009). In 2009 total number of community 
owned organisations in the country reduced by 10; on the other hand, the process of 
restructuring these organisations into share-holding companies has continued.

There is a desperate need to renovate the assets under the community 
ownership. Maintaining them in proper conditions and secure renovation adequate 
to depreciation is not possible due to lack of community resources. To this end, 
the situation has signifi cantly deteriorated in comparison with the previous year; in 
particular, resources channelled to capital renovation have drastically reduced and 
totalled 4781.5 mln drams in 2009 vs. 9957.3 mln drams in 2008 (See Table 2).

Sales of own assets of the communities generate certain resources to replenish 
the capital budgets of the local self-government bodies (See Table 3).

9 Source: Social and economic situation in Armenia, January-December 2009, Website of the NSS: www.
armstat.am.
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Table 3: Receipts from sales of non-fi nancial assets of communities in 2009 (mln 
drams)

Line Content Amount
1 2 3

6000 Receipts from sales of non-fi nancial assets 5562.9

6100 Including:
Receipts from sales of fi xed assets 1207.5

6110 Including: Receipts from sales of real estate 73.2
6130 Receipts from sates of other fi xed assets 1134.3
6200 Receipts from sales of inventories 0.0
6300 Receipts from sales of high value assets 2.9
6400 Receipts from sales of non-produced assets 4352.6
6430 Including: Receipts from sales of land 4351.7

In contrast to the previous years, the receipts generated on sales of non-fi nancial 
assets are refl ected in the outlays of community budget with a negative sign rather 
than in the revenue part. Besides, non-produced assets are withdrawn from the fi xed 
assets and are stated in an individual line. The latter include land. As in the previous 
years, in 2009 receipts from sales of non-fi nancial assets are almost entirely (99.9%) 
are generated on sales of fi xed assets (21.7%) and land stock (78.2%). To this end, 
in comparison with the previous years the scene has not much changed (99.6% in 
2007, and 99.1% in 2008). Finally, like in previous years, predominant shares of 
these receipts are generated on sales of land stock.

Other resources (receipts from sales of inventories and/or high value assets) are 
very insignifi cant and in total do not refl ect even 1% of receipts generated on sales 
of non-fi nancial assets.

3.2. Revenues of Community Budgets3.2. Revenues of Community Budgets

Consolidated indicator of community budgets in Armenia in 2009 was 52 
582.4 mln drams (See Table 4). This indicator was 49533.4 mln drams in 2007, 
and 52720.8 mln drams in 200810. In contrast to the state budget, the consolidated 
indicator of community budgets increased in 2009 despite the global fi nancial and 
economic crisis.

10 In contrast to the previous years, the indicator for 2009 does not include receipts from sales of non-fi nancial 
assets, which amount to 5562.9 mln drams. In order to enable comparability with the indicators of the previous years 
it is necessary to increase the total amount of 2009 revenues with the amount of receipts from sales of non-fi nancial 
assets, or reduce the revenue indicators for the previous years by the amount of receipts from capital transactions. As 
a result, the following comparable indicators of community budget revenues will be generated: 

a) excluding revenues from sales of non-fi nancial assets: 52582.4 mln drams in 2009; 44170.2 mln drams in 
2008; and 40692.7 mln drams in 2007. 

b) including receipts from sales of non-fi nancial assets (capital transactions): 58145.3 mln drams in 2009; 
51720.8 mln drams in 2008; and 49533.4 mln drams in 2007.
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Table 4: Revenues of community budgets of Armenia in 2009 (mln drams)

Line Types of revenues

Total Including:

Amount Share in total 
revenues, (%)

Administrative 
part Fund part

1 2 3 4 5 6
1000 Total revenues 52582.4 100.0 51253.8 2798.6

1100 Including:
1. Taxes and duties 17561.1 33.4 17561.1 x

1110
Including:
1.1. Property taxes from 
real estate

8406.0 16.0 8406.0 x

1111
Including:
Property tax from 
buildings and structures

3451.2 6.6 3451.2 x

1112 Land tax 4954.8 9.4 4954.8 x

1120 1.2. Property taxes from 
other assets 6810.5 13.0 6810.5 x

1121 Including: from means of 
transportation 6810.5 13.0 6810.5 x

1131 Local duties 1609.3 3.1 1609.3 x
1151 Stamp duties 734.3 1.4 734.3 x
1160 1.5. Other tax revenues 1.1 0 1.1 x
1200 2. Offi cial transfers 29893.5 56.8 28513.5 1380.0
1300 3. Other revenues 5127.7 9.8 5179.2 1418.5

1392

Including: infl ows from 
allocations from reserve 
fund of the current 
budget to the capital 
budget

1470.0 2.8 x 1470.0

One of the indicators demonstrating the real degree of independence of local 
self-government bodies is the share of own revenues in the total revenues. This 
indicator was 43.2% in 2009. In other words, local self-government bodies in Armenia 
continue to be heavily dependent upon offi cial transfers. In comparison with previous 
years, this indicator has slightly increased (42.0% in 2008 and 42.5% in 2007)11. The 
share of capital component of community budgets has drastically shrunk reaching 
5.4% (14.4% in comparative terms). In the recent years, this indicator has displayed 
increasing trends (i.e. 24.2% in 2006; 26.9% in 2007; and 28.5% in 2008). Share of 
capital component of community budgets is a negative trend per se since it is the 
resources of the capital component that creates long-term values. The causes for 

11 With the objective to secure comparability of the 2009 values, the indicators for 2007 and 2008 are reduced 
by the amount of receipts generated on capital transactions.
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reduction of the share of capital component include reduction of capital budget in 
absolute terms (receipts from sales of non-fi nancial assets are withdrawn from the 
structure of the community budget revenues) and signifi cant increase of the current 
component of the budgets (mainly at the expense of equalisation grants), as well as, 
to a certain extent, fi nancial and economic crisis.

Diagram 1 below depicts the degree of fi nancial independence of local self-
government bodies in a number of European countries where Armenia is quite high 
on the list.

In the budget revenues of communities’ comparatively bear large share of 
property tax. Financial resources generated on this type of tax have somewhat 
increased; share of property tax has also increased, i.e. 19.6% (15.3% in 2008), 
including 6.6% of real estate property tax and 13.0% of vehicle property tax.

Diagram 1: Financial independence at local level, pre-crisis situation: share of own 
revenues in total revenues (2008)12 

Land tax collections and their share in total revenues have also signifi cantly 
increased to reach 9,4% versus 7.2% in 2008. This has to a certain extent been a 
consequence of the amendment in the Law on Granting Privileges on Land Tax 
promulgated in 2009. According to this amendment, delinquent landowners are 
exempt of the obligation to repay the arrears accumulated on fi nes and penalties 
provided they repay the principal tax arrears. From the purely legal perspective, 
this legislation may be viewed as a factor that decreases revenues of the community 
budgets, but given the current circumstances whereby tax arrears reached extremely 
unsustainable levels and predominant majority of land owners are insolvent rural 
residents, adoption of this legislation is benefi cial for the local self-government 
bodies and land owners in the fi rst instance.

Share of other revenues collectible to community budgets have slightly increased, 
i.e. 9.8% in 2009, while in 2008 non-tax revenues amounted to 9.1%.

12 Source: The impact of the Economic Downturn on Local Government in Europe. Budapest, Hungary, 2010
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Like in the previous years, in 2009 no shared revenues were envisaged for 
community budget from the state tax collection, such as income or profi t taxes.

Quarterly shares of community budget revenues, including own revenues, by 
current and capital components

Revenues fl ows of community budgets in 2009 were proportionate (this was 
the case in the previous years as well), which is a consequence of a number of 
causes (such as seasonal, established deadlines for payments, economic and political 
situation in the country, natural and climatic conditions et cetera). These are refl ected 
in the Table 5 below. The least infl ows into community budgets were recorded in the 
fi rst quarter, next was the second, third, with the largest share in the fourth. In respect 
of the fourth quarter it should be mentioned that among a number of other factors, 
the end of fi nancial year usually has signifi cant impact, when “winding up” the year 
in the context of reporting and accountability leads to strengthened administration 
practices.

Despite the fact that Article 67 of the Law on Local Self-government indicates 
that reduction of community budget revenues and increase expenditures should 
be indemnifi ed by the state (setting out cases of exception) as required by the 
legislation promulgated by the National Assembly, as well as the adoption of the 
Law on Indemnifi cation of Losses Incurred to the Community Budgets as a result 
of Application of Laws of Armenia in 2006, the unexplainable practice of granting 
various privileges continues at the expense of community budgets, against which no 
compensation is ever provided by the state. The Law on Granting Privileges on Land 
Tax was already mentioned; in the meantime, amendments introduced in the Law on 
Property Tax on April 7 2009 established that persons in international contractual 
service who are citizens of ally countries, as well as servants in the military forces of 
Armenia and persons on mandatory military service are exempt from property tax.

Table 5: Quarterly fl ows of own revenues of community budgets in 2009, by 
individual types of revenues

(mln drams)
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Resources allocated to community budgets in the shape of offi cial transfers 
continued to increase and reached 29893.5 mln drams and representing 56.8% 
(25625.9 mln drams, 49.5%, in 2008; 23342.1 mln drams, or 47.1%, in 2007) (See 
Table 6). Ever more signifi cant has been the increase in equalisation grants, i.e. 
27491.0 mln drams (20981.5 mln drams in 2008; and 17592.1 mln drams in 2007).

Table 6: Share of offi cial transfers in total revenues of community budgets of 
Armenia in 2009 (mln drams)

The share of equalisation grants has naturally increased in the total amount 
of offi cial transfers in comparison with the level of 2008, namely, reaching 92.0% 
from 81.9%; almost double increase has been recorded in the share of received 
subventions, which are accredited to the capital budget, namely, 4.6% in 2009 versus 
2.7% in 2008; and, fi nally, the share of grants accredited to the capital budgets of 
local self-governments has almost reached zero level (5.5% in 2008).

In 2009 equalisation grants were allocated in equal quarterly instalments, i.e. 
6872.75 mln drams per quarter. Other subsidies allocated to current budgets of 
communities from the state budget are described below: 33.2% in Quarter 1; 30.7% 
in Quarter 2; 19.5% in Quarter 3, and 17.5% in Quarter 4: as in the previous years, 
in 2009 very volatile is the situation with allocation of subventions apportioned from 
the state budget, more specifi cally, quarterly allocation of these is follows: 1.7%, 
17.6%, 78.8%, and 1.8%: 
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Financing of delegated powers

According to the Article 106 of the Constitution, powers delegated to the 
local self-governments are subject to mandatory fi nancing from the state budget. 
Nevertheless, in reality too few delegated powers are actually fi nanced from the state 
budget. Other delegated powers are either not implemented or local self-government 
bodies fi nance their implementation from municipal budgets.

On February 5 2009, the government issued decree N106-N, which established 
the performance criteria and expenditure benchmarks for implementation of powers 
delegated to heads of communities in organising operations of Territorial Offi ces 
of Social Security in urban local self-government bodies of Yerevan (including 
administrative districts), Gyumri, Vanadzor, Ararat and Jermuk in 2009. Such 
performance criteria and expenditure benchmarks were established also in 2008. On 
March 5 2009 another government decree was issued (N227-N), which – like in 2008 
– established the expenditure benchmarks for implementation of powers delegated 
to heads of communities in organising operations of the Civil Status Registration 
Services.

Benchmarks established through the above decrees set the values of relevant 
expenditures for the head and staff of both Territorial Offi ces of Social Security 
(limited only to several urban municipalities) and Civil Status Registration 
Services.

Among delegated powers, local self-government bodies envisage position of 
veterinary in the staff-list, which is done in accordance with the Article 44 of the Law 
on Local Self-government and Government Decree N 360-N dated March 13 2006. 
the rate of remuneration for this position is established through trilateral contracts 
concluded on annual basis (local self-government body, veterinary and Ministry of 
Agriculture of Armenia).

3.3. Community Development Programme and Budgeting3.3. Community Development Programme and Budgeting

2009 was not different from the previous years in terms of four-year community 
development programmes continuing to remain fi ctitious documents, and the 
programmes not playing virtually any role in compilation of municipal budgets, like 
before.

Budget process

Budget process did not undergo any changes or modifi cations in 2009.
The budget process provides for a set of steps, not all of which are respected 

or implemented while many are not implemented in a timely manner. Nevertheless, 
shortcomings in budgeting more frequently take place in securing publicity of the 
overall process. Heads of municipalities are most of the time inclined to take decisions 
on their own hence are reluctant to inform even the members of community councils 
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about their actions. In such circumstances it is diffi cult to imagine that population 
might be genuinely engaged in budget process.

Addressing problems arising between the community councils and head of 
municipality

No positive developments were observed in the interrelations between heads of 
communities and members of community councils in 2009. Community councils in 
many communities continue to be weak and passive; at the same time, there were no 
actual disagreements recorded between the heads of communities and community 
councils. In some small rural communities the legal requirement of forming a 
community council is oftentimes a problem per se for a simple reason that there are 
no residents who would be willing to become members of community councils. In 
such circumstances the candidate for the post of head of community has to address 
the issue of establishing community council prior to the elections (such candidate 
identifi es and tries to persuade relevant individuals, pays election collaterals for 
them, et cetera). It’s needless to say, that any community council established the way 
described above, may hardly be a counterweight for a head of community. In quite 
large number of communities there is a competition taking place for the positions 
of the members of community council, but the impetus guiding future members 
of the community council does not enable any hope that they see themselves as 
counterweights to the head of community. It is widespread that community council 
members are local businessmen, who are governed by the willingness to protect 
their businesses or strive to secure “roofi ng” for them. Another impetus may be the 
transformation of personal relations with the head of community into materials values 
and benefi ts, such as acquisition of land plots, various construction permissions, 
i.e. garages or other structures, et cetera. Thus, in the predominant majority of 
communities, councils are not counterweights for the head of community. The latter 
– in their vast majority – keep members of community councils far from solutions 
to the most important issues in the community, playing the card of widespread 
perception of their incompetence, avoiding to provide them with complete or correct 
information, impeding their work by not providing proper working conditions, and 
in other ways. In this context, the quite rightful comment set out in the survey of 
the Chamber of Audit sounds strange and alien, namely, “some community councils 
had not made use of the power provided by the Law on Local Self-government to 
check the estimated indicators of tax revenues of their communities with relevant 
tax inspections and territorial offi ces of the State Committee for Cadastre of Real 
Property13.

13 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Lori marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N30/2 dated December 
15 2009.
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3.4. Debt management3.4. Debt management

Provision of bank loans, budget credits to local self-government bodies and 
issue of municipal bonds

In 2009 local self-government bodies in Armenia did not receive loans either 
from the state budget or from the commercial banks. They have not received budget 
credits or lending from other municipalities, either. A state budget credit extended 
earlier was repaid in the amount of 3.5 mln drams (the credit was provided to the 
town of Alaverdi in 2003 with the objective to reinforce multi-apartment residential 
building. The total amount of credit was 70.0 mln drams, maturity if 25 years, 
annual interest rate is 0.26% with a grace period of fi rst fi ve years. Subsequent 
annual repayments are 3.5 mln drams for the principal and 184.2 thousand drams 
for interest14); another borrowing is from other municipalities in the amount of 3.2 
mln drams (in 2007 Charentsavan community received 8.2 mln drams of borrowings 
from the community budget of Abovyan, of which 5.0 mln drams were repaid in 
2008 and 3.2 mln drams in 2009). Government of Armenia has not yet taken any 
steps towards involvement of communities in the lending market.

In lack of law on legislation to regulate issue and allocation of community bonds 
no such bonds were issued in 2009.

3.5. Financial reporting3.5. Financial reporting

The legislation establishes clear regulations and timelines for presentation of 
statements and communications about execution of municipal budgets.

Implementation of requirements as to presentation of reports and statements 
(to the community councils, regional governor, treasury offi ces et cetera) may be 
assessed as satisfactory despite the exceptions taking place every now and then. A 
group of communities is mentioned in the surveys of Chamber of Audit (Shnogh 
and Teghut in Lori marz, Talvorik, Haytagh, Argina and Myasnikyan in Armavir 
marz), which had not produced annual balances and failed to provide for accounting 
records15. The situation is tangibly worse in terms of publishing reports and statements 
and informing public at large. For a variety of reasons with the most widespread 
being lack of technical capabilities to publish reports, some urban and rural self-
government bodies fail to publish their regular reports and statements, and even their 
approved budgets. Some urban municipalities, where local television broadcasting 
is available use this tool to make verbal presentation of the reports and statements to 
the community population.

14 www.cfoa.am: LOGIN Library: A Financial Analysis of Local Community Budgets of 38 Armenian Cities for 
the years 2003-2009, p. 38, LGP 3, RTI International, 2010.

15 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Armavir and Lori marzes. Appendices to the Decision of the Council of the Chamber of Audit of Armenia: N17/4 
dated June 30 2009, and N30/2 dated December 15 2009.



214

Internal and external audit

Supervision over community budget execution is implemented by the community 
council, which is entitled to perform checks and controls of any budget transaction, 
effi ciency and quality of the works done, require reports and statements on incurred 
expenditures.

Internal audit in local self-government bodies is implemented by the chief 
auditor who operates under direct supervision of the chief fi nancial offi cer of the 
municipality. Functions and operations involved in auditing in all state and local 
government agencies are coordinated and supervised by the Ministry of Finance of 
Armenia.

Not all the local self-government bodies conduct internal audit, but particularly 
few are rural municipalities that implement it. Surveys of the Chamber of Audit of 
Armenia identifi ed in a number of rural communities (Shnogh, Teghut, Gyulakarak, 
Gargar, and Amrakitc in Lori marz, Talvorik, Haytagh, Argina, and Norakert in 
Armavir marz) there were no even a position of internal auditor in 2007-2008, no 
audit reviews were implemented, no annual plan of audit actions was designed and, 
subsequently, submitted to the Ministry of Finance thus breaching the requirements 
of the Order N934-N of the Minister of Finance and Economy dated December 
30 2002. Community councils in a number of municipalities, such as Gyulakarak, 
Gargar and Amrakitc in Lori marz and Vanand in Armavir marz, did not implement 
any supervision over community budget execution in 2007-200816. Vast majority 
of local self-governments, which do not practice internal audit at all, point to the 
absence of the relevant specialist as the cause. The main cause indicated in the rural 
communities is the lack of adequate fi nancial resources to afford employment of the 
relevant specialist.

Even smaller is the number of communities, which implement external audit. 
The main cause of failure to implement audit functions is indicated to be lack of 
budget resources.

In 2009 Chamber of Audit implemented surveys of functions performed by 
local self-government bodies in the area of securing budget revenues, use of budget 
resources, management and use of municipal assets17. Summary description of the 
above surveys is set out in the Section 3.1, Municipal property, of this report.

16 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Armavir and Lori marzes. Appendices to the Decision of the Council of the Chamber of Audit of Armenia: N17/4 
dated June 30 2009, and N30/2 dated December 15 2009.

17 These surveys were implemented in a number of local self-government bodies, namely, urban municipalities of 
Armavir and Vagharshapat, and rural municipalities of Talvorik, Nor Kesaria, Arevik, Karakert, Haytagh, Argavand, 
Vanand, Argina, Myasnikyan, Norakert, Musaler, Parakar, Merdzavan, Margara, Sardarapart and Nalbandyan in 
Armavir marz (February-March 2009); as well as urban municipalities of Vanadzor and Stepanavan, and rural 
municipalities of Shnogh, Teghut, Margahovit, Gargar, Amrakitc, and Gyulakar in Lori marz (May-June 2009); 
and Gyumri municipality (September-October 2009), and Shengavit neighbourhood district of Yerevan (November-
December 2009).
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Supervision over powers of local self-government bodies and procedures of 
assessing performance of regional governors

Article 108.1 of the Constitution establishes that legal supervision shall be 
implemented with the objective to secure lawfulness of operations of local self-
government bodies, while the rules of procedures for state supervision over the 
implementation of delegated authorities shall be enforced by law.

Chapter 7.1 of the Law on Local Self-government establishes rules of 
procedures to implement legal supervision and administrative supervision (technical 
or professional surveillance) of delegated authorities.

According to the Article 68 of this law1, the entitlement to implement supervision 
over use of municipal property and budget resources is legally provided to the 
Chamber of Audit as well.

Article 771 also makes an indication of fi nancial supervision and sets out, that 
“Financial supervision over budget and/or fi nancial and economic activities of 
community council and head of municipality shall be implemented in accordance 
with the cases and procedures established by the Law on Budgetary System”. Article 
34 of the same law establishes that:

“- Supervision over municipal budget shall be implemented by the community 
council, National Assembly and Government of Armenia within the authorities 
envisaged by the legislation;

- The government shall implement supervision over community budget 
execution including use of targeted allocations of the state budget to the municipality 
(such as subventions, share of receipts from privatisation of state property, which 
are accredited to the community budget, resources allocated from the state budget 
for implementation of delegated authorities/powers), as well as use (including 
repayment timetable) of borrowings attracted by local self-government bodies from 

Box 3: Progress report of the Chamber of Audit of Armenia on the survey imple-Box 3: Progress report of the Chamber of Audit of Armenia on the survey imple-
mented in Lori Marzmented in Lori Marz

- In 2007 or 2008 no audit was implemented in the local self-govenrment bodies of the marz, as a - In 2007 or 2008 no audit was implemented in the local self-govenrment bodies of the marz, as a 
result of which the adequacy of fi nancial transactions, realiability of the infromation, or inconsisten-result of which the adequacy of fi nancial transactions, realiability of the infromation, or inconsisten-
cies in accounting records  has not been evaluated;cies in accounting records  has not been evaluated;

-  On the basis of the Decision N5 of Stepanavan Community Council dated January 29 2004 on -  On the basis of the Decision N5 of Stepanavan Community Council dated January 29 2004 on 
introdcution of amendments in the staff list and assigning audit function, the Mayor of Stepanavan introdcution of amendments in the staff list and assigning audit function, the Mayor of Stepanavan 
issue a resolution to assign part-time function of internal audit to the head of the trade and transport issue a resolution to assign part-time function of internal audit to the head of the trade and transport 
division with a remuneration of 0.5 of the posiiton in the amount of 18 thousand drams. In fact, in division with a remuneration of 0.5 of the posiiton in the amount of 18 thousand drams. In fact, in 
breach of the standing requirement, the head of trade and transport division of the municipality has breach of the standing requirement, the head of trade and transport division of the municipality has 
been become a supervisee of the head of fi nancial division, and assumed the responsibility of as-been become a supervisee of the head of fi nancial division, and assumed the responsibility of as-
sessing performance, credibility and accuracy of the fi nancial information, as well as identifying sessing performance, credibility and accuracy of the fi nancial information, as well as identifying 
inconsistencies in accounting records of other structural units of the municipality, including his own inconsistencies in accounting records of other structural units of the municipality, including his own 
division.division.

Progress report of the Chamber of Audit of Armenia on Supervision over use of budget resources, Progress report of the Chamber of Audit of Armenia on Supervision over use of budget resources, 
securing revenues of the local budgets, as well as management and use of municipal assets in local securing revenues of the local budgets, as well as management and use of municipal assets in local 
self-government bodies in Lori marz, Appendix to the Decision of the Council of the Chamber of self-government bodies in Lori marz, Appendix to the Decision of the Council of the Chamber of 
Audit of Armenia N30/2 dated December 15 2009.Audit of Armenia N30/2 dated December 15 2009.
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the state budget and other legitimate sources through the state agency authorised by 
the government”.

Taking into consideration the legislative basis described above, as well as the 
requirements of the Article 70 of the Law on Local Self-government, i.e. “local self-
government bodies are not part of state authorities. Implementation of powers of 
local self-government bodies by the state agencies and/or offi cials is prohibited if 
not otherwise envisaged by the Constitution and this Law” it should be mentioned 
that certain powers assigned to the regional governors under the government decree 
N562-N dated May 21 2009 establishing the procedure of evaluation of performance 
by regional governors do not stem from the spirit of the Constitution of Armenia 
and European Charter of Local Self-government. The existing legislation enables 
illegitimate interventions into activities of the local self-government bodies, keep 
them “on hold”, and enforce “supervisor-supervisee interrelations” by the regional 
governors, which is extremely undesirable from the perspective of establishing 
local self-government systems in the country. More specifi cally, the fi rst 8 out of 40 
scores of additional performance criteria established for the regional governors are 
called “collection of own revenues by communities”. Other major and additional 
performance criteria applied to evaluate the work of regional governors also contain 
elements of intervention. Even the authors of these rules of procedures indicated 
(Clause 4) that the “additional performance criteria encompass implementation of 
works and activities in the marz, which are not attributed to the regional governors 
by law, but proper performance of authorities attributed to the regional governors 
may have tangible impact on the fi nal results, on the basis of which regional governors 
will be assessed”.

4. Relevance of powers of local self-government bodies and financial 4. Relevance of powers of local self-government bodies and financial 
resourcesresources

The issue of relevance of powers of local self-government bodies and fi nancial 
resources directly stem from the requirements set out in the Constitution, European 
Charter of Local Self-government and Law of Armenia on Local Self-government. 
This issue is directly linked with legislative enactment of rules of procedures 
applicable to implementation of mandatory and delegated powers of local self-
government bodies. In the absence of such legislation, as is the case now, relevance of 
powers and fi nancial resources of the local self-government bodies may be assessed 
only to a limited extent, which is based on changes taken place in this area in the 
reported year in terms of legislation and systemic developments, as well as changes 
in a set of fi nancial indicators set out and assessed in the reports of CFOA for the 
previous years.
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4.1. Changes in the scope of powers of the local self-government bodies4.1. Changes in the scope of powers of the local self-government bodies

Only one amendment was introduced in the Law of Local Self-government in 
2009, which is directly linked with powers of local self-government bodies. The 
Law on Introduction of Amendment into the Law on Local Self-government (LA-
216-N) adopted on November 18 2009 provided an additional power to the head of 
municipality in the area of defence (Article 36), namely, the voluntary power of the 
head of municipality “to assists in recruiting military servants, organising military 
trainings and other types of military drillings” has been reformulated into three new 
mandatory powers, i.e. “the head of municipality shall”:

1) in accordance with legislative procedures, conduct the records of residents 
eligible for mandatory military service, relevant lists, as well as submit information 
about addresses, employment changes to the territorial offi ces of the Military 
Commissioner;

2) in cases and according to the procedures established by law, participate in 
organisation of recruiting military servants, organising military trainings and other 
types of military drillings;

3) in case of having information about community residents who breached 
military legislation immediately inform the territorial offi ces of the Military 
Commissioner in writing”.

The other three voluntary powers of the head of municipality in this area 
remained unchanged though slightly reformulated.

On the other hand, Article 71 of the Law on Local Self-government establishes 
that “the state may not add mandatory powers of the municipality or reduce its 
revenues without adequate fi nancial compensation in accordance with the Article 
67, if not otherwise envisaged by legislation”. However, the transitional provisions 
of the above law (Article 84) it is established that such compensations on the 
part of the state “shall be enforced on the second year after the legal rules of 
procedures for implementation of mandatory powers are enforced”. Absence of 
such legislation explains why local self-government bodies may not expect such 
fi nancial compensation against implementation of the above mandatory powers of 
the head of municipality.

Quantitative data on individual types and sectors of the powers ascribed to 
the local self-government bodies by the Law on Local Self-government are set 
out in Table 7 below. It should be mentioned that the list of voluntary powers is 
not exhaustive in view of the fact that local self-government bodies are entitled to 
implement any legitimate activity to the benefi t of the relevant community. Powers 
that are attributed to local self-government in the framework of other laws can be 
implemented only as voluntary.

The overall nature of powers established by the Law on Local Self-government 
in Yerevan for relevant bodies in Yerevan is coherent with the nature of powers 
of other local self-government bodies, but, at the same time, there are substantial 
differences and specifi cities.
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Comparing the formulations, scopes and nature of powers attributed to Yerevan 
community and other self-government bodies (Table 7), it should be mentioned that 
they are tangibly different and in many instances are not compatible. First of all, 
stemming from specifi cities of Yerevan as a communlity, its powers in almost all 
spheres have been reformulated thus making direct comparisons with powers of 
other local self-government bodies complicated. Even the titles of certain spheres 
have been reformulated. Thus, title of the transportation sphere was revised into 
transportation and road construction, the sphere of trade and services into commerce 
and delivery of services, the sphere of labour and social services into social security, 
the sphere of protection of nature and environment into environment protection, and 
the sphere of defence into organisation of defence, et cetera.

Despite the fact that the power of both Yerevan and other communities in the 
sphere of defence, i.e. “provide support to activities of civil protection agencies” 
is formulated as a voluntary, one new area of powers is established for local self-
government bodies of Yerevan, i.e. “civil protection and emergency situations” (See 
Table 7, Clause 16), whereby two mandatory powers have been assigned to the 
Mayor of Yerevan, namely:

“1) The Mayor is the leader of the civil protection function;
2) in the spheres of civil protection and emergency situations the Mayor shall 

implement the powers assigned by the Law on Local Self-government Bodies and 
other laws regulating these spheres”.

In addition to the above sphere, there are three more new powers assigned 
to local self-government bodies of Yerevan (See Table 7, Clauses 14, 15 and 17), 
which are not stipulated in the Law on Local Self-government. The fi rst is that 
interrelations between the Mayor and the community council are somehow refl ected 
in the powers of the Mayor (Article 32), while the two others are included in the 
self-government systems for the fi rst time ever, although not yet in the Law on Local 
Self-government.

Another specifi city of the Law on Local Self-government in Yerevan is that it 
contains no mention of protection of the rights of citizens and economic agents; in 
other words, Yerevan municipality does not have direct powers in this sphere. Instead, 
heads of administrative districts of the Yerevan community have only limited powers 
(only four powers) in contrast to other local self-government bodies (7 mandatory 
and 6 delegated powers).

According to the legislation, heads of administrative districts have powers in 
the following spheres: protection of the rights of citizens and economic agencies 
(4 powers); fi nances (5 powers); urban development and communal utilities (9); 
land use (4); commerce and services (3); education and culture (2); health, physical 
culture and sports (1); labour and social protection (3); and agriculture (1). These 
powers compared with those in other local self-government bodies are few, because 
majority of powers in the above spheres are assigned to the local self-government 
bodies of Yerevan. On the other hand, there are spheres where administrative districts 
of Yerevan do not have powers whatsoever. These include organisation of defence, 
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public ordinance, transportation and road construction, environment protection, as 
well as other spheres set out in the law (See Table 4, 14-17), where all powers are 
assigned to the local self-government bodies of Yerevan.

Table 7: Powers of local self-government bodies by types and spheres (as of January 
1 2010)

*) Formulations of powers of the local self-government bodies set out in the Local Self-
government vary from those stipulated in the Law on Local Self-government Yerevan. In cases when 
the formulations are not much different, those are stipulated in brackets; otherwise they are formulated 
as separate spheres.

Comparative analysis of powers assigned to local self-government bodies in 
Yerevan and other communities shows that formulations, scope and nature of the 
powers substantially vary from each other. On the other hand, this is natural because 
given the size of Yerevan, its role in republican life, scope of objectives and goals, 
as well as other criteria substantially differ from other towns of Armenia. In this 
context, the main challenge is to what extent the newly promulgated law and the new 
system of local self-government in Yerevan would contribute to solution of socio-
economic problems of Yerevan, whether the newly created local self-government 
bodies of Yerevan would be more effi cient than the former Yerevan Municipality and 
neighbourhood districts.

Allocation of powers among various levels of governance in Armenia, namely, 
state governance and local self-government, and its comparison with the situation 
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in a number of countries in Eastern Europe and Baltic states is described in the 
Table on pages 79-80 of the “Local Self-government Reforms in Armenia (2004-
2006), Book 2, edited by D. Tumanyan”. The table shows that the current degree of 
decentralisation may not be considered satisfactory because in the period of 2007-
2009 authorities of local self-government bodies have not been expanded in any 
sphere.

Analysis of international experience shows that decentralised government 
agencies are most effi cient in implementing powers in a number of areas, such as 
elementary and basic education, health, social services, and municipal police. It is 
in these areas that powers of local self-government bodies are not too large, and a 
conclusion can be made that the need for new effi cient set-up of delivery of public 
services to population, centralisation and decentralisation structure has matured 
in Armenia. Indeed, provision of new powers should be viewed in the context of 
compliance of new powers with the potential, capabilities and preparedness of local 
self-government bodies. Otherwise, decentralisation reforms would not serve the set 
objectives.

4.2. Assessment of compatibility indicators of powers and financial 4.2. Assessment of compatibility indicators of powers and financial 
resources of local self-government bodiesresources of local self-government bodies

In order to assess the relevance of powers and fi nancial resources of local self-
government bodies it is necessary to have the value and costs of implementation 
each of the powers. However, calculating the costs of the implementation of the 
powers is quite a complicated task and it depends upon a number of factors, such as 
geographical location, natural and climatic conditions, territory of the community, 
et cetera. In the absence of weighted average fi nancial indicators of implementing 
community powers in Armenia, assessment of relevant of the powers and fi nancial 
resources may be done only through relative indicators. Such assessments were made 
in the reports on local self-government reforms in Armenia produced by CFOA in 
the previous years18.

Results of assessment of the fi nancial indicators for 2009 are set out below19.
It should be mentioned that the amendments (HO-224-N) made in the Law on 

Budgetary System (October 24 2007) radically modifi ed and added the existing 
budgetary classifi cation. In the part related to compilation of community budgets 
these amendments and additions were enforced effective the launch of the 2009 
budget process, and in the part related to execution of municipal budgets – effective 
January 1, 2009. These legislative changes are in concert with the internally 
recognised budgetary classifi cation set out in the Government Finance Statistics 

18 See: Local Self-government Reforms in Armenia (2004-2006), Book 2, edited by D. Tumanyan, Yerevan, 
Noyan Tapan, 2008, pages 62-85.

See: Local Self-government Reforms in Armenia (2007 and 2008), Book 3, edited by D. Tumanyan, Yerevan, 
Noyan Tapan, 2009, pages 95-99.

19 Sources: www.minfi n.am, www.mta.gov.am/region, www.armstat.am, and Armenia Statistical Bulletin, 
2009.
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2001 (GFS-2001). In reality, communities in Armenia have been compiling and 
executing their budgets according to the new budgetary classifi cation of the country 
effective 2009.

Table 8: Share of community spending in total public expenditures and GDP in EU 
countries, (2007)20

Countries Municipal spending in total public 
expenditures, %

Municipal spending 
in GDP, %

Denmark 63,5 32,5
Spain 54,5 21,5
Sweden 47,0 24,5
Germany 44,5 19,5
Belgium 42,5 20,5
Finland 41,0 19,0
The Netherlands 33,5 15,0
Austria 33,0 16,0
Poland 32,5 13,5
Italy 31,5 15,0
Lithuania 30,0 12,0
Great Britain 29,0 13,0
Estonia 28,0 10,0
Czech Republic 26,5 12,0
Romania 26,5 10,0
Latvia 24,5 8,5
Hungary 24,0 12,5
France 22,0 12,0
Ireland 20,0 7,0
Slovenia 20,0 9,0
Slovakia 18,0 6,5
Bulgaria 17,5 7,5
Portugal 13,5 6,5
Luxembourg 13,5 5,0
Armenia (2007) 7,2 1,7
Greece 6,0 2,5
Armenia (2009) 5,2 1,6
Cyprus 4,5 2,0
Malta 1,5 1,0

Among the indicators special importance is attached to the share of expenditures 
of community budgets in public expenditures and gross domestic product 
(GDP) of the country, because they show the degree of decentralisation in the given 
country. In order to assess these two indicators it is necessary to view them in the 
context of the same indicators recorded in other countries.

The values of these indicators for Armenia are too tiny and can be compared 
with only three countries of European Union (Greece, Cyprus, and Malta), indicators 
of which notably lag behind other countries (See Table 8). At the same time, average 

20 Source: Sub-national public fi nance in the European Union, Dexia, December 2008.
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shares of municipal spending in European countries (this includes expenditures of 
all levels of local self-government) in total public expenditures21 and GDP are quite 
high, i.e. 33.9% and 15.5% in 2007.

Thus Armenia is signifi cantly behind other EU countries in terms of shares 
of local spending in total public expenditures (5.2%) and GDP (1.6%). Moreover, 
before 2007 the share of local spending had increasing trends, but starting 2007 it 
has been decreasing.

The next indicator is the planning of fi nancial resources (budget revenues) for 
implementation of assigned powers and execution. The values of total revenues 
and approved, adjusted and actual execution in absolute terms as well as their 
relative values in 2009 show that actual execution of total revenues and expenditures 
of community budgets in Armenia versus the approved annual plans are slightly 
higher than versus adjusted annual ones (See: Table 9). Thus 2009 budget execution 
in terms of revenues versus the approved annual plan has been 97.4%, and 96.7% 
versus the annual adjusted plan. The 2009 budget execution in terms of expenditures 
has been 86.7 and 85.8%, respectively. The explanation is that there are still 
problems at the local level linked with projections of both revenues and expenditures 
of community budgets. Local self-governments are relatively conservative towards 
their projections in the beginning of the year and fail to accurately estimate their 
revenues or expenditures. In some cases this is done deliberately so that higher rates 
of execution are artifi cially secured at a later stage, as an a priori safeguard against 
under-standard collection of municipal revenues.

Table 9: Approved and adjusted annual plans and their execution, total revenues, 
expenditures and surplus/defi cit of community budgets, Armenia, 2009 (in thousand 
drams)

Table 9 contains also total revenues and actual execution indicators in absolute 
and relative terms of the Yerevan community (planned revenues in the amount of 
1,657,604.4 thousand drams and actual 1,380,405.6 thousand drams) and former 
neighbourhood districts (planned revenues in the amount of 1,657,604.4 thousand 

21 Calculation of public expenditures varies by country. In some countries there exist various extra-budgetary 
public funds, expenditures of which are included in the public expenditures. In case of Armenia, public expenditures 
are viewed as expenditures of the consolidated budget.
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drams and actual 18,380,405.6 thousand drams) for 2009. Execution of total revenues 
planned for Yerevan in 2009 was 100.6%, while the execution of the annual plan 
of the expenditures was 88.8%. This indicates that overall the execution rates for 
both revenues and expenditures of Yerevan budget are slightly higher than the total 
values than the rates of execution of revenues and expenditures of all other local self-
government bodies of Armenia.

Comparison of the 2009 indicators of actual revenues and expenditures executed 
by communities and those for 2008 shows that the revenue execution rates increased 
in 2009 (97.4% and 89.0%) vs. 2008 (92.6% and 89.0%), while the execution of 
expenditures has remained almost unchanged (86.7% and 85.8% in 2009; and 91.9% 
and 85.6% in 2008). For this reason, kicking off at the beginning of 2009 with defi cit 
of budget execution of about 3 bln drams, the local self-government bodies close the 
year with execution of surplus budgets in the amount of nearly the same 3 bln.

It should also be mentioned that actual revenues of communities in 2007-
2009 (49.5, 51.7 and 52.6 bln drams, respectively) have slowly increased, but 
the expenditures in the same period have shrunk (53.6, 55.6 and 49.4 bln drams, 
respectively).

Relatively important indicators of fi nancial suffi ciency of the communities are 
also per capita revenues and expenditures of the municipal residents. Per capita 
actual revenues of municipal budgets in Armenian drams has increased from year to 
year in absolute terms, but taking into account yearly fl uctuations of the dram/USD 
exchange rate, this indicator denominated in US dollars has substantially decreased 
over 2009 (See: Table 10, Diagram 2). Per capita actual expenditures of municipal 
budgets in Armenia denominated in both drams and USD have increased prior to 
2009, and this indicator has substantially declined since then. Annual infl ation rate 
has had tangible negative impact on these indicators, as a result of which solvency of 
the Armenian dram has somewhat shrunk.

Table 10: Per capita revenues and expenditures of community budgets of Armenia 
in 2004-2009 (in drams, with and without infl ation, and in US dollars)

*) Sources: www.armstat.am and www.minfi n.am 
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Thus, per capita revenues and expenditures of community budgets in absolute 
terms are tiny and no major change has taken place in these indicators throughout the 
recent years, which comes to evidence low living standards of population.

Another group of indicators covers monitoring of community budget 
expenditures in the framework of delivery of community services, or, in other words, 
fi nancial suffi ciency of sectoral powers (in various sectors) provided to the local 
self-government bodies by law, which are presented according to the functional 
classifi cation of community budget expenditures. In comparison with the previous 
years, expenditures for general community services tangibly increased in 2009 
reaching as high as 36.9% (25.3% in 2007, and 26.3% in 2008) of total expenditures 
(See: Table 11). This is mainly preconditioned by the drastic increase in maintenance 
expenses of the community staff, and inclusion of maintenance expenditures Civil 
Status Registration Offi ces (implementation of delegated powers) required by new 
budget classifi cation in the expenditures incurred for general community services.

Shares of social expenditures in total community budgets spending in 2009 
increased from the previous years; these include, particularly, education (27.6%), 
recreation, culture and religion (7.8%), social protection (3.5%) and health (0.3%). 
In parallel, shares of expenditures for delivery of public services have also increased 
in economic spheres, such as transportation (8.4%), agriculture (1.7%, and fuel and 
energy (1.1%).

Diagram 2: Per capita revenues and expenditures of community budgets 
of Armenia in 2004-2009 (in drams, with and without infl ation, and in US 
dollars)

Under the former budget classifi cation, the types of public services grouped 
in residential and communal utilities were approximately correspondent to the 
types set out in the groups of i) environment protection (garbage collection and 
disposal, waste water removal, fi ght against environment pollution, et cetera) and 
ii) residential construction and communal utilities (residential construction, water 
supply, street illumination, community development et cetera); shares of these types 
in total budget spending in 2009 were 13% and 8.8% (total for two is 21.8%). The 
latter is signifi cantly lower than the shares of expenditures incurred by municipal 
budget in the sphere of residential and communal utilities in 2007-2008 (24% and 
26.4%, respectively).

Another indicator of correlation between the powers and fi nancial resources of 
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local self-government bodies is the “unfunded or partially funded mandate”. Because 
of scarce fi nancial or budgetary resources (in addition to other causes), predominant 
majority of communities (particularly rural and small urban communities) are not in 
a position to fully implement the powers established by legislation. There are also 
powers, which in many communities are not implemented whatsoever (e.g.: garbage 
collection and disposal, well-planning, green planting et cetera).

Table 11 sets out actual per capita expenditures of community budgets of 
Armenia in 2009, according to the functional classifi cation of budget expenditures 
in various sectors. Detailed analysis of the indicators shows that values of changes 
are directly comparable with sector expenditures in absolute terms and their shares 
in total expenditures of community budgets.

Table 11: Expenditures of community budgets of Armenia in 2009, according to the 
functional classifi cation of budget expenditures

*) Excluding allocations from the reserve fund of the administrative budget to the fund budget
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Correlation between the types of community budget expenditures (current and 
capital/non-fi nancial assets) can be observed in the context of economic classifi cation 
of budget expenditures. In 2009 the share of current expenditures (80.8%) in the 
total expenditures of all communities of Armenia signifi cantly increased (See: Table 
12) in comparison with the relevant indicators of 2007-2008 (66.2% and 71.5%, 
respectively); at the same time, it signifi cantly decreased (33.8% in 2007; and 28.5% 
in 2008) in expenditures incurred on non-fi nancial assets (19.2%). Longer-term 
observation of these indicators shows that in 2004-2007 share of capital expenditures 
in total expenditures has increased from 17.6% to 33.8% (almost doubled); at the 
same time, in 2007-2009 this share has again shrunk reaching as low as 19.2% (See: 
Diagram 3). In the recent years, reduction of the share of capital expenditures in 
total community budgets expenditures is mainly preconditioned by drastic decline in 
receipts of the fund budgets from alienation of communities owned lands.

Table 12: Budgets of  Yerevan and other communities in 2009, according to 
economic classifi cation of budget expenditures

*) Excluding allocations from the reserve fund of the administrative budget to the capital budget
**) Yerevan budget expenditures include those of former 12 neighbourhood districts and Yerevan 

marz
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Diagram 3: Share of current and capital expenditures of community budgets 
in total expenditures, 2004-2009, % 

Diagram 4: Share of current and capital expenditures of former neighbour-
hood districts of Yerevan and Yerevan community (2009) in total expenditures, 
2004-2008, %

The ratios of current and capital expenditures are different in the case of total 
Yerevan community budget, where predominant majority of expenditures are 
current (87.9% in 2007, 91.4% in 2008, and 91.9% in 2009), while capital spending 
indicators are incomparably more modest (87.9% in 2007, 91.4% in 2008, and 91.9% 
in 2009) than at republican level. In 2004-2007 the share of capital expenditures in 
total spending fl uctuated between 11 and 12.5%, while in 2008-2009 they reduced 
to 8-8.5% (Diagram 4).

This rather huge discrepancy (about 2.5 times) between the current and 
capital expenditures between Yerevan and all other communities of Armenia is 
preconditioned by the limited powers of former neighbourhood districts of Yerevan 
with in comparison with other rural and urban communities in the country, particularly, 
in the spheres of urban development, land use, transportation and others, where main 
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part of powers are attributed to the Yerevan community by law.
From the perspective of effi ciency in organising operations of communities, an 

important indicator is the share of salaries and wages – as signifi cant component of 
remuneration of the staff – in total community budget expenditures according to the 
economic classifi cation and their trends over years.

In 2009 the share of actual salaries and wages of the communities staff, and 
budget and non-commercial organisations in total expenditures of all communities 
is 30.8%; the share of mandatory social contributions is 6.5%; and the total of the 
above two lines is 37.3% (See: Table 12). Comparison of this indicator with their 
values for 2007-2008 (26.7% and 28.4%, respectively) shows increasing trends.

The change in this indicator in Yerevan community budgets for 2007-2009 
(18.3%, 20.5% and 21.0%, respectively) has also recorded increasing trend despite 
the fact that share of remuneration of community staff in total expenditures is 
signifi cantly smaller than that for all other communities of Armenia.

Nevertheless, the conclusion made on this area in the earlier reports remains 
standing, i.e. expenditures on salaries, wages and mandatory social contributions 
have signifi cant share in total expenditures, which is preconditioned by the fact of 
infl ated staffi ng, as well as low and sub-standard level of revenues of the communities. 
On the other hand, it should be mentioned that the rates of remuneration of the 
community servants and other staff of communities are very low.

5. Formation and activities of local self-government bodies, local 5. Formation and activities of local self-government bodies, local 
democracydemocracy

5.1. Formation and activities of local self-government bodies5.1. Formation and activities of local self-government bodies

Head of community and members of community councils are elected through 
universal, equal, direct suffrage, by secret ballot for a period of four years and on 
the basis of majoritarian system. The only exception is Yerevan, where members of 
community council are elected by proportionate vote, and the Mayor of Yerevan is 
elected through indirect procedure by members of the Yerevan community council 
from among such members.  If one of the political parties participating in the elections 
gets more than 50% of the seats in the community council, the person on the fi rst line 
of the party lists will be considered legitimate Mayor of Yerevan.

In 2009 15 head of communities were elected in the marzes of Armenia (all these 
took place in rural communities) and 26 elections to community councils (See: Table 
13). Elections to the community councils took place in four marzes, predominant 
majority of which in Aragatsotn and Tavush marzes.

As in the previous years, competition during the elections of heads of communities 
has been very weak. The maximum number of candidates for a post was four, and 
this maximum was recorded only in two communities. In fi ve communities there 
were 3 candidates, in four communities 2 and in another four only one candidate. 
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Observations of local elections at marz level show that the lowest indicator was 
recorded in Kotayk, where in both cases (there were two elections in this marz in 
2009) only one candidate was registered, and the highest was in Lori and Ararat 
marzes, where there were four candidates.

Table 13: Number of local self-government bodies elections in 2009, by marzes22

According to the information, published on the offi cial web site of the Central 
Electoral Commission, the local selg-government bodies elections in marzes held in 
2009 resulted in victory of candidates who are not members of any political party 
and members of Republican Party of Armenia (See: Table 14).

Table 14: Political affi liation of the runners and successful candidates in the 
elections of heads of municipalities, 200923

Political party Runners Successful 
candidates

No political affi liation 18 6
Republican party of Armenia 11 5
Prosperous Armenia party 4 3
Armenian revolutionary federation 1 1
Lawful country 1 -
Total 35 15

As for political affi liation of the runners for seats in the community councils in 
2009, majority of the candidates (almost 70%) do not belong to any political party 
(See: Table 15).

22 Source: www.elections.am.
23 Source: www.elections.am 
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Table 15: Political affi liation of the runners for seats in the community councils in 
200924

Political party Number of candidates
No political affi liation 147
Republican party of Armenia 39
Prosperous Armenia party 14
Armenian revolutionary federation 10
Lawful country 8
Other parties 3
Total 221

In 2009 it was for the fi rst time ever elections to community council of Yerevan 
as a local self-government body have been held. Six political parties and one union 
participated in elections to the community council, of which 7%25 benchmark was 
overcome by only three, and, consequently, the seats were allocated among those 
three (See: Table 16). Because the number of seats gained by the Republican Party 
of Armenia is over 50%, the person on the fi rst line in the party list is considered to 
be the legitimately elected Mayor. Representatives of Republican Party of Armenia 
occupy also 9 seats (of total 12) administrative districts of Yerevan26. 

Table 16: Results of elections to the community council of Yerevan, 200927

Political parties and unions
Number of pro votes

Seats
Votes %

Republican party of Armenia 186 630 47.43 35
Prosperous Armenia party 89 131 22.65 17
Armenian National Congress 69 140 17.57 13
People’s Party 8 479 2.15 0
Armenian revolutionary federation 18 094 4.60 0
Lawful country 20 106 5.11 0
Armenian Workers Socialist Party 1 936 0.49 0
Total 393 516 100 65

There are varying opinions about organisation and holding of elections to the 
community council of Yerevan.

Thus, the European Congress of Regional and Local Authorities indicate that 
generally elections to the community council of Yerevan were organised in accordance 
with the fundamental principles of the Council of Europe, as well as European 

24 Source: www.elections.am 
25 According to the Article 138.18 of the Election Code of Armenia, seats in the community council of Yerevan 

are allocated among the list of political parties and coalitions (unions), which received the maximum of valid votes 
and minimum of inaccurate votes, namely, 7% in the case of political parties, and 9% of pro votes. 

26  Source: www.yerevan.am, www.hhk.am
27 Source: www.elections.am
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and international standards applicable to democratic elections28. Nevertheless, the 
Congress also mentions multiple shortcomings, such as lack of trust towards elections 
among population at large, absence of normal competitive atmosphere during the 
election campaign, lack of varying opinions in the television programmes, et cetera, 
and calls the authorities of Armenia to continue reforms towards fair and transparent 
elections.

According to the report of the Freedom House organisation, elections to the 
community council of Yerevan though held in the atmosphere of competition were 
accompanied with acts of violence29.

“The Choice is yours” NGO mentions that elections to the community council 
of Yerevan despite relative peaceful course of election campaigns and prevailingly 
legitimate elections in most of the election precincts and ballots, there has been no 
progress in rehabilitation of trust towards population towards elections, prevention 
of further polarisation of the society inherited from the previous elections, exclusion 
of vicious practice of counterfeiting voting, or bringing them into compliance with 
democratic criteria30.

According to the observations initiated by Transparency International anti-
corruption centre, elections were accompanied with rude infringements and they were 
not compliant with the requirements of either the electoral legislation of Armenia or 
international criteria applicable to free, fair and transparent elections31.

In 2009 there were no amendments or changes introduced in the Electoral Code 
of Armenia.

Box 4: Attempt to dismiss Mayor of Ijevan1

In 2009 8 of 13 members of Ijevan community council co-signed a dismissal procedure against the 
Mayor of Ijevan. The documents complied by those members of community council were submitted 
by Tavush Regional Governor to the government attaching his letter of opinion that the documents 
are not compliant with the requirements of the Article 17 of the Law on Local Self-government 
hence insuffi cient to launch a dismissal procedure against the Mayor. The package of documents 
was bounced back from the government because they did not contain any basis to launch dismissal 
procedure against the Mayor as required by the above Article 17, and, actually, the Mayor of Ijevan 
was not dismissed.

Review of government decrees shows that there were 4 cases of premature 
suspension of authorities of community council members and 11 cases of dismissal 
of heads of communities. Premature dismissal of community councils has been done 
in accordance with the requirements of the Article 22 of the Law on Local Self-
government, according to which powers of community council can be stopped if 
because of dismissal of members of community council prevents convening of further 

28 Recommendation 227 (2009) of the Congress of Regional and Local Authorities of the Council 
of Europe: First Municipal Elections of Yerevan, Armenia (31 May 2009) 

29 Source: http://freedomhouse.eu/images/Reports/NIT-2010-Armenia-fi nal.pdf
30 “It’s your choice” NGO observed elections in all 439 electoral precincts.
31 Transparency International Anti-corruption Centre initiated observations in 33 electoral precincts 

of the 8th voting area on May 31 2009 with participation of Vanadzor Offi ce of the Helsinki Civil 
Assembly and Asparez Journalists Club.
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sessions of the council impossible. Powers of heads of communities were stopped 
ex mortem (4 cases), submission of letter of resignation (5 cases), imprisonment by 
judicial resolution (1 case), and incompliance with the occupied position (1 case). 
There were no cases of dismissal of heads of communities in 2009.

Decision-making at community level

Normative and legal deeds undertaken by local self-government bodies are 
subject to legal expertise implemented by the Ministry of Justice of Armenia. The 
2009 annual report of the Ministry of Justice does not contain any information on 
the number or content of legal opinions issued with regard to deeds of local self-
government bodies. Consequently, it is diffi cult to make a conclusion on the extent, to 
which the normative legal deeds are compliant with or contradict to the legislation.

In 2009 local self-government bodies submitted 23416 decisions of community 
councils to the relevant regional administrations. Decisions of community councils 
were not submitted to the regional administration from 11 local self-government 
bodies. 385 self-government bodies submitted decisions to the relevant regional 
administrations in breach of the set deadlines. 9.3% of the submitted decisions were 
incompliant with legislation and other legal acts. Moreover, the highest degree of 
incompliance of the community council decisions with the legislation is recorded in 
Shirak (22.6%), Kotayk (19.6%) and Aragatsotn (14.6%), and the lowest in Ararat 
marz (2.1%). In 2009 regional governors submitted six cases to the judicial authorities 
(courts) to rescind decisions of community councils (See: Appendix 1).

Community councils do not yet actively participate in decision-making at local 
level and the process of municipal governance in general. According to the results of 
observations and rating of activities of municipalities implemented by “The Choice 
is yours” NGO, the ratings32 of activity of community councils in participating in 
municipal governance processes vary over months from 2.95 to 3,91 (See: Table 17). 
The ratings are given within a scale of 5 scores, where 5 means “excellent”, and 1 
means “very bad”, hence the activity of community councils and their participation in 
municipal governance is assessed slightly higher than medium, however not “good”, 
to say nothing about “excellent”. Nevertheless, it should be mentioned that there are 
municipalities where this rating reaches as high as 4.8 while in others it is not even 3. 
It is interesting to observe that in October-December the rating in all marzes is lower 
than the value recorded in July-September.

Decisions of local self-government bodies may be adopted through referenda as 
well. Both before and in the course of 2009, no local referenda had been held.

32 In order to make these assessments 10 communities from each marz were selected: a total of 100 
communities.
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Table 17: Rating of participation and activity of community councils in the process 
of municipal governance33

N Marz
Average rating

July-September October-December
1 Aragatsotn 3,91 score 3,19 score
2 Ararat 3,79 score 3,04 score
3 Armavir 3,54 score 3,30 score
4 Gegharkunik 3,75 score 3,70 score
5 Lori 3,67 score 3,33 score
6 Kotayk 3,43 score 3,38 score
7 Shirak 3,46 score 2,99 score
8 Syunik 3,73 score 3,47 score
9 Vayots Dzor 3,79 score 3,32 score
10 Tavush 3,54 score 2,95 score

5.2. Local democracy5.2. Local democracy

Participation of civil society in local self-governance

As of January 1 2010, the number of non-government organisations making 
signifi cant part of civil society sector of Armenia was 3252 in addition to 74 political 
parties, 784 trade unions and 325234 mass media organisations.

There is no offi cial information on territorial representation of the above 
organisations. Certain understanding of territorial location of non-governmental 
organisations can be obtained from the electronic site of “Professionals for Civil 
Society” NGO35, which informs that that 501 (out of total 948) NGOs, or 53% are 
based in Yerevan. Information available on mass media allows indicates that most 
of them are also based in the capital city, while regional mass media are in regional 
centres and former sub-regional towns.

Among the non-governmental organisations operating in the area of local self-
government the well-known ones continue to be Communities Finance Offi cers 
Association (CFOA), Association of Community Councilors of Armenia (ACC), 
Centre for Development and Training of Information Systems, and Republican 
Association of Armenian Communities (AAC).

According to the report of Freedom House organisation, the rating of progress 
towards democracy in Armenia remained unchanged from the previous year, i.e. 5.39. 
Ratings of “local democratic governance” and “civil society” have also remained 
unchanged from the previous year, i.e. 5.50 and 3.75 scores, respectively (all the 
above ratings are within a 7-score scale, where the best rating is “1”, and the worst 
is “7”)36.

33 Source: www.iyc.am; Information Bulletin of “It’s your choice” NGO on the results of observations and rating 
of activities of communities implemented in July-December 2009.

34 Source: www.armstate.am: Socio-economic situation in Armenia, January-December 2009.
35 Source: www.ngo.am
36 Source: http://www.freedomhouse.eu/images/Reports/NIT2010Armeniafi nal1.pdf 
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Perception of local self-government bodies among population

It is fairly diffi cult to produce a justifi ed assessment of perceptions among 
population towards the activities of local self-government bodies because there are 
no surveys of perceptions of the population. Expert assessments suggest that the 
rating of local self-government bodies by population is not high.

Gender distribution in local self-government bodies and staff

Like in the previous years, in 2009 representation of women in elected self-
government bodies continues to be insignifi cant. More specifi cally, according to 
offi cial statistics, there was no single woman head of urban municipality in 2008; while 
in rural communities there were only 23 women heads of municipalities (2.7%). As for 
members of community councils, share of women in urban municipalities was 4.5%, 
and in rural municipalities 6.9% in 2008. Actually, according to average annual data 
for 2008, only 2.5% of heads of municipalities and 6.7% of members of community 
councils in the marzes were women (See: Tables 18 and 19). Observations of 2009 
elections show that these indicators have hardly, if ever, changed, because only 
one of the newly elected head of municipality is a woman, while only 7 candidates 
registered for elections to community councils were women37 (See: Table 20).

Table 18: Gender distribution of heads, community councils and staff of urban 
communities, 200838

Average annual

37 Share of women in 2009 was not calculated since the gender structure of heads of municipalities or community 
councils who left their posts is not known.

38 “Women and Men in Armenia”, Statistical Bulletin, National Statistical Service of Armenia, Yerevan, 2009, 
page 108.
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Table 19 Gender distribution of heads, community councils and staff of rural 
municipalities, 200839

Average annual

The case of Yerevan is not much different from other urban municipalities since 
the Mayor is a man, and men hold the predominant share of seats in the community 
council.

In contrast to elected posts, there is almost no gender inequality in the staff of local 
self-government bodies. According to average annual data for 2008, 45.7% of staff 
in urban and 41.5% of rural local self-government bodies is women. Subsequently, 
42.6% of staff members with local self-government bodies in the marzes of country 
are women (See: Tables 18 and 19). The same indicator for 2007 was 46%40.

Accessibility of information on activities of local self-government bodies

In the context of contemporary scientifi c and technological progress, creation 
and maintenance of offi cial web sites of local self-government bodies is a tool to 
secure access to information of their activities and operations.

This tool of securing publicity about operations of local self-government bodies 
is not yet widespread. Among 915 local self-government bodies only 19 have offi cial 
web sites, including Yerevan where the account of the site is established by law. 
Nevertheless, of these only 12 sites of urban communities are actually operational 
(See: Table 21). Observations of the web sites of these 12 communities entail the 
sense of hopelessness. In many cases the sites are merely a source of superfi cial 
information, where one would fi nd, for example, a snapshot of the town’s history, 
photographs of the towns, et cetera. These sites may hardly be qualifi ed as offi cial 
sites of communities since it is impossible to fi nd any information on the activities of 

39 “Women and Men in Armenia”, Statistical Bulletin, National Statistical Service of Armenia, Yerevan, 2009, 
page 109.

40 “Women and Men in Armenia”, Statistical Bulletin, National Statistical Service of Armenia, 
Yerevan, 2008, pages 104 and 105.
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the relevant local self-government body. As a best case, some pieces of news, names 
and contact information of the head of community and members of community 
council can be found there. More or less useful information about operations of 
local self-government bodies can be discovered in the web sites of Yerevan, Vedi, 
Vanadzor, and Artashat urban communities.

Table 20: Gender data on the running and elected candidates to local self-
government bodies in the marzes of Armenia in 200941

With the objective to enhance publicity of activities implemented by local self-
government bodies in 2009, some 852 billboards were installed in public places in 
the communities, about 31 television programmes were used to provide information 
on community budgets, press and internet pages were used to publish draft municipal 
budgets, their amendments and additions42.

As a result of the initiative by the Ministry of Territorial Administration, heads 
of communities commenced provision of informative reports on their activities to the 
population in a variety of formats. For example, according to the offi cial web site of 
the above Ministry, all heads of communities in Tavush marz provided such reports 
to the community population in June-September 2009. In rural communities such 
reports were placed on information billboards and community meetings were held. 
Heads of urban communities made presentations of their reports through meetings, 
television programmes and papers. However, it should be mentioned that according 
to the opinion of a journalist, who followed these presentations in the marz, the 
meetings were extremely fi ctitious gathering too small a number of population. In 
some communities an impression was formed that the meetings were not held at all 
or when held the participants were representatives of the staff of the community and 
members of community councils43.

41 Source: www.elections.am. 
42 2009 Progress Report of the Ministry of Territorial Administration of Armenia.
43 http://hetq.am/am/marzes/tavush-marz/ 
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Table 21: Web sites of the communities in Armenia

N Community Web site account
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1 Yerevan www.yerevan.am + + + +
2 Vedi www.vedicity.am + - + +
3 Gavar www.gavariqaghaqapetaran.am - - + +
4 Vanadzor www.vanadzor.am + + + +
5 Hrasdan www.hrazdancity.am - - - +
6 Yeghvard www.yeghvard.am - - - +
7 Gyumri www.gyumricity.am  - - + +
8 Artik www.artik.am  - - - +
9 Dilijan www.dilijan.am  - - - +

10 Artashat www.artashat.am  + + + +
11 Tchambarak www.chambarak.am - - - +
12 Kapan www.kapan.am  - - - +

The Law on Freedom of Information guarantees the accessibility of information 
about activities of local self-government bodies. “Freedom of Information Centre of 
Armenia” NGO carries out a set of activities to secure the implementation of this law 
by the local self-government bodies.

The above NGO supported by the USAID in the framework of “Access to 
Information for Community Involvement” project44 delivered training courses for 
staff of local self-government bodies in a number of marzes. The courses are built 
around the topic of “How to apply the Law of Armenia on Freedom of Information”. 
In 2009 14 such courses were organised, including two in Yerevan and 12 in 
marzes. In total, 609 representatives of local self-government bodies and regional 
administrations benefi ted from these courses, including 58 from 12 neighbourhood 
districts of Yerevan (administrative districts), and 55145 are representatives of Tavush, 
Gegharkunik, Kotayk, Ararat, Shirak, Armavir, Vayots Dzor, Syunik and Aragatsotn 
marzes.

In addition to presentations on the Law on Freedom of Information, “Freedom of 
Information Centre of Armenia” NGO also takes measures to apply it. In particular, 
the NGO regularly circulates information requests to the communities and sues 

44 Project lifetime is 5 years (2008-2013)
45 This fi gure includes not only the representatives of communities but also regional administra-

tion.
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them in cases when the requests are not addressed. In 2009, this NGO sued Zartonk, 
Parakar, Elpin, Bjni, Lenughi and Talvorik communities.

According to the monitoring and rating of communities implemented by “The 
Choice is yours” NGO, the rating46 of transparency of decisions issued by heads of 
municipalities and community councils as well as publicity of operations fl uctuates 
between 2.78 and 3.78 over several months (See: Table 22). In reviewing individual 
communities this indicator changes from e.g. even 5 score in Vardenis to 1.6 in 
Baghanis.

Table 22: Rating of transparency of decisions issued by heads of communitities and 
community councils, and publicity of operations47

N Marz
Average rating

July-September October-December
1 Aragatsotn 3,74 score 3,28 score
2 Ararat 3,48 score 2,78 score
3 Armavir 3,41 score 3,44 score
4 Gegharkunik 3,63 score 3,78 score
5 Lori 3,60 score 3,21 score
6 Kotayk 3,33 score 3,77 score
7 Shirak 3,36 score 3,29 score
8 Syunik 3,74 score 3,54 score
9 Vayots Dzor 3,31 score 3,02 score
10 Tavush 3,25 score 2,98 score

According to the results of contest held by the “Freedom of Information Centre 
of Armenia” NGO, Azatan rural community has been awarded the “golden key” 
prize, which symbolises open and effi cient operation of the community to recognise 
them as the most publicly and transparently operating local unit. “Lock” 48, as the 
symbol of ineffi ciency and non-transparency of operations, was not given to any of 
the local self-government bodies49 in 2009, unlike in all the previous years.

“Freedom of Information Centre of Armenia” NGO published its “black list” in 
2009, which contains 19 offi cials, including 7 heads of communities, one of them 
being Mayor of Yerevan, and the other six are heads of Zartonk, Bjni, Elpin, Parakar, 
Talvorik, and Lenughi communities. It should also be mentioned that the number 
of heads of communities encompassed in the “black list” in 2009 has decreased 
from the previous years (in 2008, 14 out of 15 blacklisted offi cials were heads of 
communities)50.

46 In order to make these assessments 10 communities from each marz were selected: a total of 100 
communities.

47 Source: Information Bulletin of “It’s your choice” NGO on the results of observations and rating of activities 
of municipalities implemented in July-December 2009.

48 Source: “You have a right to know”, Freedom of Information Centre of Armenia, Bulletin N26, 2009
49 The results of contest have been generated by a jury consisting of 9 NGOs operating in the area of freedom 

of information, on the basis of implementation, respect of procedures to provide information, regular publication 
of information required as mandatory by the legislation, and cooperation with mass media criteria stipulated in the 
Law on Freedom of Information.

50  Source: “You have a right to know”, Freedom of Information Centre of Armenia, Bulletin N27, 2010.
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Complaints about activities of local self-government bodies addressed by 
population to the Ombudsman

The number of complaints addressed by population to the Ombudsman in 
2009 increased in comparison with the indicators recorded in the previous years. 
In particular, in 2007 total number of complaints against the local self-government 
bodies was 8551, 61 in 2008, and in 2009 this indicator for only Yerevan community 
was 84 in addition to 8 against urban communities, 17 against rural ones, and 23 
against administrative districts of Yerevan52.

In 2009 the share of complaints against Yerevan community in total number 
(962) of complaints against public authorities and agencies was 8.7%, and the share 
of those against Yerevan administrative districts was 2.4%. The share of complaints 
against urban communities vs. the previous year decreased and made 0.8% (1.9% in 
2008), and those against rural communities increased and reached 1.8% (vs. 1.2% 
in 2008).

Complaints fi led against Yerevan community in 2009 were mainly around failure 
to prevent unauthorised constructions, to remove their consequences, seizure of lands, 
incorrect entitlements of real estate, or unjustifi ed rejection to issue entitlements of 
real estate, et cetera; at the same time, the complaints against administrative districts 
of Yerevan were around activities of territorial offi ces of social security, assignment 
of benefi ts, et cetera. Complaints against urban municipalities were construed 
around unauthorised constructions, failures of heads of communities to remove their 
consequences, rehabilitation of previous shape and condition of the relevant areas, 
et cetera; and complaints against rural communities concentrated on land disputes 
around boundaries and other aspects of land management.

6. Relevance of Administrative Structures and Resources of Local Self-6. Relevance of Administrative Structures and Resources of Local Self-
government Bodiesgovernment Bodies

6.1. Overall assessment of capabilities of local self-government 6.1. Overall assessment of capabilities of local self-government 
bodies and staffbodies and staff

An important criterion for assessment of overall capabilities available with the 
staff of local self-government bodies is the level of education. The Law on Local 
Self-government requires that the head of community had secondary vocational 
or university education (Article 24). Nevertheless, this legislative requirement has 
never been enforced because the Central Electoral Commission has always been 
governed by the Article 123 of the Electoral Code of Armenia, according to which no 
document in proof of the educational standing of the candidate for the post of head 
of community has ever been required. No requirement was posed to the candidates 
running for community councils or to the people appointed to discretionary positions 

51 Source: Local Self-government Reforms in Armenia (2007)
52 Source: Annual report on the Activities of Human Rights Defender and Violations of the Human 

Rights and Fundamental Freedoms in the Country during 2009
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in the community administrations. Educational requirements have only been posed 
to the community servants.

In general, educational background of the heads of communities is not bad. 
As of the end of 2009, 546 of 915 heads of communities (59.7%) held university 
diplomas, 12 (1.3%) had pre-incomplete university education, 272 (29.7%) secondary 
vocational and only 1 had incomplete secondary education, i.e. 8 years in secondary 
school (See: Table 23).

With a view to secure smooth operation of communities, the local self-government 
bodies need legal, economic, administrative and other knowledge and skills, and 
particularly weak in this respect are community councils. Some work to address these 
weaknesses is done by international and non-governmental organisations through 
delivering workshops and training courses. Nevertheless, these measures are still 
too limited and do not yield desirable results. From this perspective, capabilities of 
community councils in general continue to remain very weak.

In the context of strengthening capabilities at local level priority is attached 
to reduction of rotation rate of the servants and establishment of a stable staff. The 
Law on Community Service is called to protect community servants against shocks 
caused by changes in political rulers or results of community elections, thus enabling 
them to maintain their jobs irrespective of the changing situation. However, in real 
life community servants are heavily dependent upon situational changes and in spite 
of various limitations imposed by the legislation, the heads of communities fi nd no 
obstacles to dismiss any community servant and hire a new one at the same time 
respecting the often fi ctitious procedural aspect of the processes. This state-of-affairs 
impedes the process of establishing stable staff.

Analogous to the previous years, no effective or effi cient works were 
undertaken to enhance professional qualifi cations of community servants in 2009 
(new methodological guidelines were not published for individual professions 
or occupations, the institute of training in individual area specialisation was not 
established, et cetera).

In underscoring the role of educational background in the community service, the 
Law on Community Service defi nes university education as a requirement for senior 
and leading positions of the service and secondary education for junior positions 
(Article 10). In small communities a frequently encountered problem is the lack of 
personnel with required level of education.

The order of the Deputy Prime Minister and Minister of Territorial Administration 
N03-n dated January 19 2009 can be considered a regulatory act, which targets 
strengthening capabilities of the community staff. This Order establishes the 
exemplary In-house Disciplinary Code for community servants, including Yerevan 
community. It sets out internal disciplinary rules for the community staff, which 
specify disciplinary code of conduct, refl ects on specifi cities of working conditions 
to be made available to the community servants, and offi cial interrelations among the 
community servants. Infringement of these rules will entail disciplinary responsibility 
in accordance with the Law on Community Service and Labour Code of Armenia.
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Table 23: Educational background of heads of communities, as of the end 200953
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1 Yerevan 1 0 0 0 0 1
2 Aragatsotn 65 0 34 15 0 114
3 Ararat 75 3 15 4 0 97
4 Armavir 62 1 24 10 0 97
5 Gegharkunik 60 5 25 2 0 92
6 Lori 62 2 43 6 0 113
7 Kotayk 44 0 21 2 0 67
8 Shirak 58 0 38 22 1 119
9 Syunik 50 1 40 18 0 109

10 Vayots Dzor 27 0 13 4 0 44
11 Tavush 42 0 19 1 0 62

Total 546 12 272 84 1 915

Employment tenders and appraisal systems play important role in strengthening 
capabilities of the community staff. Eligibility of a candidate for a vacancy within 
community service is defi ned on a competitive basis, and community servants will 
go through appraisal process on a once in three years basis. Both competitions and 
appraisals are held by competition and appraisal commissions. Both commissions 
consist of the relevant head of community, up to fi ve members of the community 
council and three representatives of the regional administration. These commissions 
practically do not involve representatives of the profession competed for (the only 
exception is Yerevan) and situations may pop up, whereby a commission consisting of 
members with predominantly lower level of education should decide on employment 
or appraisal of a person with higher level of education.

Internal structure of decision making in local self-government bodies

Over years almost nothing changes in the hierarchy of decision-making at 
local level. It is the same now, i.e. practically all the initiatives to take decisions 
come from the head of community. Even in the cases when the legislation requires 
a decision to be taken by the community council, it is the head of community that 
easily overcomes all the procedural issues for the decision to be issued. Normally the 
head of municipality would instruct the secretary and head of the relevant structural 

53 Source: Ministry of Territorial Administration of Armenia.
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unit to convene a community council session with the defi ned agenda and produce a 
draft of the relevant decision of the community council. Usually, community council 
sessions approve all decisions processed and prepared by the head of community.

Head of community is entitled to issue his/her own decisions. Deploying 
professional skills and capacities of the community staff he/she takes decisions on 
his own shaping them into decisions or orders of the head of community. Years of 
experience has binary effect upon the heads of communities, i.e. on the one hand, it 
is positive because they obtain command on the specifi cities of the sector, legislation, 
get involved in training and/or exchange programmes, but on the other hand, it is 
also negative they get overly self-confi dent and obtain the stance of “unmistakable” 
and are rarely inclined to consult even with the specialists of the staff, which results 
in dictatorial and unilateral type of management. As a consequence, shortcomings, 
deviation and even blunders in the work become unavoidable. In the course of 
supervisory surveys of the use of budget resources, securing revenues of the local 
budgets, as well as management and use of municipal assets in local self-government 
bodies, Chamber of Audit of Armenia also recorded many shortcomings and 
infringements in this area (See: Section 3.1. of this report).

Functional structure of the community staff

Article 30 of the Law on Local Self-government states that full and effi cient 
implementation of the powers assigned to head of community, as well as his/her 
participation in civil and legal relations shall be guaranteed through the staff of the 
head of community, managed by the latter; in the meantime, current activities of 
the community are managed by the secretary within his/her scope of authorities. 
Structure of a community may have only a “division” as a structural unit with a 
minimum number of staff established by the relevant state authorised agency.

Number of community staff is also approved by the state authorised agency. The 
smallest number of staff positions is two (for the smallest communities). In the case of 
the largest communities of Armenia, i.e. Yerevan, Gyumri and Vanadzor the number 
of staff positions is set at 1581, 168 and 137 units, respectively. Positions in other 
communities are populated within the above range, for example, 61 in Echmiadzin, 
38 in Artashat and 27 in Vedi, et cetera54.

A detached structural unit of the structure of community may be established 
only by law or when envisaged by a government decree. A detached structural unit 
shall have statutes, which is approved by the head of community.

It should be mentioned that in small communities with very limited number of 
staff (two and a bit more), even if these were occupied by high professionals (which 
by and large should not be expected in small rural communities), they would not be 
able to secure proper quality or effi ciency in implementing all the powers assigned 
by legislation.

54  Source: Ministry of Territorial Administration of Armenia.
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E-governance, registry and equipment

Summary information about local self-government bodies and their budgets is 
available on the web sites of the Ministry of Territorial Administration, namely www.
mta.gov.am and www.region.am, as well as the web site of the Ministry of Finance, 
i.e. www.mfe.am. The situation has not much improved from what it was in the 
previous years in terms of capacities of the municipalities to make use of electronic 
means of communication. Many communities lack constant or proper Internet 
connectivity. Many communities lack even other means of public awareness, such as 
newspapers, local television, and sometimes even landline telephone communication. 
The situation has improved only in terms of mobile phone communication; almost 
all the communities are connected to cellular networks.

Establishment of e-governance systems at local level continued in 2009 (See: 
Section 1.2 of this report). Nevertheless, these have been installed in small number 
of communities though do not operate in all of them.

Local self-government bodies continued to maintain and conduct property and 
land tax bases, as well as registration of children of pre-school age. The former two 
of these registries are maintained through dedicated software, but the latter is made 
in a sporadic and discretionary way.

The situation with means of securing awareness among population in the 
municipalities is illustrated below (See: Table 24).

Table 24: Number of communities (excluding Yerevan), which have means of public 
communication55

154 communities do not have landline telephone communication, 6 lack mobile 
networks, 131 have Internet connectivity in the administrations, 22 have newspapers 
and television companies, and 6 have local radio networks. 645 (out of 914, excluding 
Yerevan) communities have billboards and, subsequently 269 do not56.

55 Ibid
56 Source: www.region.am
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Despite the improvement recorded in replenishment supply of equipment to 
the communities over the years but the situation is yet far from being satisfactory 
particularly in rural communities.

6.2. Community service6.2. Community service

On May 19 2009 amendments and additions were introduced in the Law on 
Community Service, which stem from the change of status of Yerevan to a local self-
government body. In particular, chief of administrative district shall award community 
service classifi ers to the major and leading groups of positions in the community 
servants (in other local self-government bodies and community of Yerevan this 
power is held by the relevant Mayor). According to the other amendment, members 
of competition and appraisal commissions of the Yerevan community are elected 
in three equal parts, i.e. one third are representatives of the government authorised 
agency, one third are the representatives of the Yerevan community and another one 
third are representatives of scientifi c and research institutions specialised in the fi eld 
in question.

In the end of 2009 the number of positions in the community service was 6826, 
of which 6171 were actually occupied (See: Table 25). The number of approved 
positions increased by 138 vs. the previous year, and vacancies reduced by 531.

Table 25: Number of existing and occupied positions in community service,57

N Yerevan, marzes
Positions

Planned Actually replenished
1 Yerevan 1592 1541
2 Aragatsotn 502 459
3 Ararat 563 522
4 Armavir 682 610
5 Gegharkunik 634 541
6 Lori 717 659
7 Kotayk 579 534
8 Shirak 576 472
9 Syunik 399 347

10 Vayots Dzor 187 173
11 Tavush 395 313

Total 6171

Training system

In 2009 the fi rst round of training was delivered to community servants, which 
was funded by the state budget. Training was delivered to 4572 community servants, 
including 650 in 2009 (See: Table 26)58.

Training of community servants is delivered by organisations selected on a 

57 Source: Ministry of Territorial Administration of Armenia.
58 2009 Annual Report of the Ministry of Territorial Administration, www.region.am 
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competitive basis. The organisation, which was selected to deliver training in 2009 
is the Public Administration Academy, and it implemented training activities for 
community servants in the reported year.

The training courses were delivered in the sub-regional centres in the marzes. 
The number of trainees in a group did not exceed 20 community servants. The training 
materials and modules were approved by the Ministry of Territorial Administration. 
Duration of training course per group was 72 hours (delivered 10 days). As in the 
previous year, the training modules were not differentiated for various groups of 
community servants, and they were complied according to unifi ed approaches and 
principles, and like in the previous years, in 2009 the community servants have formed 
general perception about local self-governance, familiarised with the Constitution, 
legislation on local self-government and community service, but no area specifi c 
knowledge or skill was communicated to the trainees.

The process of training of community servants was re-launched by the Ministry 
of Territorial Administration in the shape of monitoring implemented through 
assignment of monitors to implement on-site follow-up of training59.

Table 26: Number of community servants trained in 200960

N Yerevan, marzes Senior 
position

Leading 
positions

Junior 
positions Total

1 Yerevan 8 0 28 36
2 Aragatsotn 6 4 198 208
3 Ararat 1 1 3 5
4 Armavir 0 1 61 62
5 Gegharkunik 1 0 9 10
6 Lori 7 5 72 84
7 Kotayk 0 1 6 7
8 Shirak 1 5 1 7
9 Syunik 9 7 124 140
10 Vayots Dzor 3 0 3 6
11 Tavush 0 4 73 77

Total 36 28 578 642

In addition to training courses funded from the state budget, various organisations 
and institutions also fi nanced and deliver various types of training activities.

In the framework of USAID Research Triangle Institute “Local Government 
Project – Phase III”, Association of Community Councils of Armenia continued 
implementation of training programme for municipal servants in model towns in 
2009.

It should be mentioned that certain shortcomings were observed in the training 
courses. Such programmes are usually uncoordinated and depend upon a number of 
exogenous factors. Every now and then there are periods when fi nancing institutions 

59 Source: Ministry of Territorial Administration of Armenia.
60 Source: Ministry of Territorial Administration of Armenia.
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implement various training programmes simultaneously, and there are periods 
when no training courses are delivered at all. Sometimes, the same community 
would regularly get re-involved in a training programme, while others may not be 
engaged for several consecutive years. This is partially a consequence of the fact 
that many donor organisations prefer working with already familiar communities, 
those with which such organisations had already worked at least once in the past. 
The communities, which are frequently involved in training programmes, sometimes 
display lack of seriousness towards such programmes. Oftentimes, the same servants 
are sent to participate in the courses, and, in some cases, these servants sometimes 
have nothing to do with the topic of the training.

6.3. International assistance6.3. International assistance

Activities of a number of international organisations implementing various 
missions in Armenia continued in 2009 from previous years, and substantial part 
of their activities was focused on local self-government sphere. It is clear that the 
programmes, which are not directly linked with this sphere, are still associated to it to 
a greater or lesser extent because the programmes and projects are implemented in a 
populated settlement, i.e. a municipality. Organisations fi nancing various programmes 
and projects in the municipalities of Armenia include USAID, Millennium 
Challenge Account (MCA), United Nations Development Programme (UNDP), 
Local Government Initiative Open Society Institute, German Technical Cooperation 
(GTZ), Armenia Social Investment Fund (ASIF), European Commission, Armenian 
offi ce of OSCE (OSCE), Oxfam British organisation, et cetera.

UN development programme

In the framework of its development projects implemented in 2009 UNDP 
published the Performance Budgeting in Local Self-Government System in the 
Republic of Armenia, Manual, which was designed in 2008. In April-December 
2009 community development plans were designed for Geghamasar and Pambak 
rural municipalities for the periods 2009-2012. In addition, the methodology of 
programme budgeting was introduced in these two municipalities.

Local Government and Public Service Reform Initiative of the Open Society 
Institute Assistance Foundation (LGI/OSI-AF)61

In 2009 implementation of Assistance to Fiscal Reforms in Local Self-
government in Armenia by CFOA continued with fi nancial support of LGI. The 
framework on this programme the following draft legislative acts were designed 
and submitted to the Government of Armenia:

Draft law on Hotel Taxes;- 
Draft law on Introduction of Amendments and Additions in the Law on - 

Taxes (in parts associated with local taxes);
61 Source: www.cfoa.am 
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Draft law on Implementation of Powers by Head of Community in the area - 
of Garbage collection and disposal;

Draft law on Implementation of Powers by Head of Community in the area - 
of Social Services.

In the framework of this programme 500 copies of Local Self-government 
Reforms in Armenia (2007 and 2008) were published in Armenian and English in 
the reported year.

With fi nancial assistance of LGI, CFOA implemented also the LOGIN-Armenia-
IV year project in 2009, in the framework of which about 250 documents were 
uploaded onto the library of LOGIN programme, 1000 copies of Community monthly 
was published and distributed to a majority of communities and other interested 
parties free of charge; fi nally, the web based forum of CFOA was developed and 
launched on the offi cial site of CFOA.

Eurasia cooperation foundation

With fi nancial assistance of Eurasia Foundation, CFOA implemented a project 
of Designing Comments to the Law on Local Self-government, in the framework of 
which comments to the above law were designed and published and booklets with 
explanatory materials on the same law were prepared and published.

USAID RTI International Local Government Programme – Phase III

In the framework of 2009 programme technical assistance was delivered to 
38 model communities in designing 2009-2012 four-year community development 
plans and holding public discussions of these. Brief Notes on 2009 and 2010 
budgets were designed for public discussion in the model towns.

In the course of the year two study tours to Poland were undertaken, one in 
January for mainly a group of heads of fi nancial divisions to explore issues of 
community lending, and in February for mainly a group of heads of communities 
to explore community service delivery systems. As a result of the fi rst study tour 
and concept of community (municipal) lending was designed and submitted to the 
Ministry of Territorial Administration for discussion.

Design of garbage collection and disposal strategies, estimation of service 
costs and design of application procedures of service delivery continued in the 38 
target urban municipalities.

Technical assistance targeting development of community councils and 
strengthening civic ties within communities continued in the reported year in the 
framework of this programme. Association of Community Councilors of Armenia 
continued delivery of training courses to members of community councils in model 
urban communities.
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Armenia Social Investment Fund

In 2009 Armenia Social Investment Fund implemented projects in all marzes 
and Yerevan targeting direct support to rehabilitation of infrastructures and most 
vulnerable population. The list of activities implemented in the framework of the 
2009 ASIF programme include construction, reconstruction and renovation activities, 
more specifi cally:

1. Social infrastructure and goods:
- Elementary and secondary schools (including provision of furniture, laboratory 

tools and equipment and didactic materials);
- Special schools;
- Arts, musical and sports schools (including playgrounds, heating systems and 

laboratories);
- Kindergartens;
- Health centres; and
- Community centres (including libraries, museums, exhibition halls, clubs et 

cetera).
2. Economic infrastructures:
- Potable water supply infrastructures; and
- Electricity supply infrastructures.
3. Sanitary and environment protection infrastructures:
- Sewage networks and
- Rehabilitation of recreation areas in the urban communities.

Part of the above projects implemented in 2009 was launched in previous years 
and continued or carried forward to 2009, and others were launched in 2009, and in 
total there are about 100 projects implemented by ASIF.

Training of local authorities

In the framework of training component of ASIF-III, training services 
were delivered to a group of local offi cials, including members of community 
councils, heads and/or deputy heads of communities, and fi nancial offi cers, in 
a number of areas, such as fi nancial management, budgeting, as well as tax and 
asset management. It was envisaged to involve about 105 communities in 2009-
2010 represented by 515 offi cials. Training programmes targeted the local self-
government bodies where infrastructure development projects of ASIF were 
implemented. In the course of 2009, 50 representatives of local self-governments 
received training. Financial Management in Local Self-Government Body – a 
didactic manual – was designed, published and distributed to relevant communities 
prior to holding training activities.



249

Oxfam International Charity Organisation (Great Britain)62

In cooperation with local partner organisations, Oxfam implemented various 
projects in more than 165 remote and bordering municipalities in six marzes of 
Armenia in 2009.

“Community primary health care in bordering regions of Armenia”: This 
project targets increased accessibility and affordability of primary health care 
services in the most remote and vulnerable communities. Financial investment of 
Oxfam in this project is 40 mln drams for the 2009-2010 period.

“Future generations in healthy communities” is implemented in 12 
communities of Aragatsotn marz. The objective of this project is to raise awareness 
of schoolchildren about health issues and healthy lifestyle through creation of health 
information centres in the community schools. Financial contribution of Oxfam in 
this project in 2009-2010 is 20 mln drams.

The role and voice of women in governance processes, which is implemented 
in Syunik and Tavush marzes of Armenia targets increase of women’s role in 
community life by boosting their participation in elections of local self-government 
bodies.

Community voices in decision-making process: strengthening capacities and 
commitments project is implemented in 30 communities of Vayots Dzor, Syunik and 
Shirak marzes and its objective is to support vulnerable families of the communities 
to exercise their rights, promote democratic processes through public surveillance 
practices and support local self-government bodies in addressing the needs of 
vulnerable groups of community population. Financial contribution of Oxfam in this 
project for the period of 2009-2010 is about 150 mln drams.

Millennium Challenge Account-Armenia

In 2006 Millennium Challenge Account signed a fi ve-year agreement of 235.65 
mln drams with the Government of Armenia with the objective to reduce rural 
poverty through improvement of the agricultural sector. The programme planned for 
strategic investments in rural roads, irrigation infrastructures, provide fi nancial and 
technical assistance to farmers and agri-businesses. The programme was offi cially 
launched on September 29 2006.

In June 2009 because of political considerations (Presidential election events 
of 2008), the Council of Millennium Challenge Corporation issues a decision to 
stop one of the components of the programme, i.e. sub-programme of rehabilitation 
of rural roads, which envisaged investments of 67 mln USD to rehabilitate 350km 
of rural road network.

Currently, MCA-Armenia implements only one of its major sub-programmes, i.e. 
Irrigated Agriculture (120 mln USD), which, in turn, has a component rehabilitation of 
irrigation infrastructures and support to farmers, which is From Water to Market63.

62 www.cspn.am, www.oxfam.org.uk
63 www.mca.am 
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Assessment of activities of international organisations

Since the introduction of local self-government system in Armenia, various 
organisations implementing programmes and projects have had tangible role in 
supporting its establishment through implementation of their missions in the local 
self-government, provided signifi cant fi nancial resources, consultancies, et cetera. 
Their activities promoted application of democratic and governance decentralisation 
principles and approaches.

International organisations operating in Armenia cooperate with the Government 
of Armenia. Some of these organisations cooperate with each other as well. 
Nevertheless, the level of coordination of their activities in 2009 was far from being 
satisfactory. They pick area of operation exclusively on the basis of their mandates 
and missions. In the cases when these coincide with the needs of the communities 
the effi ciency of their operations increased. Otherwise, it is evaporation of resources 
that results from their operations and activities.

7. Delivery of Community Services7. Delivery of Community Services

7.1. Public services delivered by local self-government bodies7.1. Public services delivered by local self-government bodies

Part of powers to deliver public services in Armenia is assigned to the local self-
government bodies. Changes recorded in 2009 in the area of delivery of public services 
by these bodies are described below by individual sectors of public services.

Tree planting and well planning

According to the data of State Committee of Cadastre of Real Property, total 
administrative area of urban communities in the republic was 191.9 thousand 
hectares as of January 1 2009. According to summary data provided by organisations 
implementing tree planting in urban communities, total area occupied by various 
construction in such communities in 2009 was 48.6 thousand hectares, or 25.3% of 
total administrative territory. At the same time, total area of green and tree-planted 
zones is 17405 hectares, of which public areas are 8603 hectares (See: Table 27). 
Consequently, green areas and zones with planted trees, which have public access, 
make only 4.5% of administrative area of the communities.
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Table 27: Total areas of green areas in urban communities in marzes and Yerevan 
(2009)

N Marz Total area of green areas 
and tree planted zones

Of which green areas and 
tree planted zones with 

public access
1 Yerevan 6798 ha 832 ha
2 Aragatsotn 906 ha 135 ha
3 Ararat 272 ha 135 ha
4 Armavir 344 ha 49 ha
5 Gegharkunik 1147 ha 764 ha
6 Lori 4118 ha 3812 ha
7 Kotayk 985 ha 655 ha
8 Shirak 650 ha 612 ha
9 Syunik 817 ha 561 ha
10 Vayots Dzor 936 ha 890 ha
11 Tavush 432 ha 158 ha

Total 17405 ha 8603 ha

As in previous years, green planting activities in 2009 were implemented mainly 
in urban and large rural communities, as well as in Yerevan by organisations selected 
on a competitive basis. Because of scarcity and, frequently absence, of fi nancial 
resources, medium sized and small communities have hardly implemented any 
works in this sphere. Large-scale activities have been implemented by Armenia Tree 
project. WWF and BMU/KfW provided grant resources helped plant more than one 
million64 trees, which is unprecedented in the history of Armenia after regaining 
independence. At the same time, in the framework the programme component of tree 
planting in communities about 62000 trees were planted in 184 sites across 17 urban 
and 10 rural communities in 2009.

Sanitary and well planning works are fi nanced directly from the municipal 
budgets and, as in the case of tree planting, they are implemented by community 
based organisations and/or organisations selected through competitive tenders. 
However, local self-government bodies often re-conclude contracts with the same 
organisations delivering street cleaning services avoiding new tenders. Organisations 
have got to submit the cost estimates to the community council, which should approve 
the contracts. Thus, 14 organisations were involved in delivering services of street 
cleaning, collection and transportation of wastes in 2009.

The organisation, which had successfully passed tender process, shall implement 
the following sanitary cleaning activities in addition to collection and transportation 
of wastes:

• Sweeping streets and garbage collection and disposal from the streets;
• Irrigation and washing the streets;
• Cleaning snow and ice from the streets, application of slat and sand; and
• Collection of construction garbage and trash.
In Yerevan total space of public streets, parks, squares, bridges and other public 

64 http://www.armeniatree.org/whoweare/who.htm
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areas is around 10.2 mln square metres. Taking into account the considerations of 
seasonality, sanitary cleaning of areas is divided into summer and winter cleaning.

Maintenance of cemeteries

There are challenges in this sphere that require urgent solution, and these exist 
both in Yerevan and other communities of Armenia. Thus, some 3.5% of Yerevan 
territory is under the 21 existing cemeteries65. In 11 of these no funerals are allowed 
hence they are considered closed. In case of rural communities, the problem of 
absence of fi nancial resources is aggravated by existence of a number of other 
problems, which are publicly raised in the recent times. In particular, these are about 
construction of cemeteries along the edges of main roads.

In 2009 no changes or additions were made in the Law on Organising Funerals 
and Maintenance of Cemeteries and Crematoriums, or in the related government 
decrees. At the same time, the government submitted draft legislation on introduction 
of amendments in the above law to the National Assembly in 200966. This legislative 
initiative suggests review of a number of provisions. Particularly attention is paid to 
the Article 7.2, which clarifi es the powers of local self-government bodies in the area 
of organising funerals and maintenance of cemeteries and crematoriums.

The proposed revision of Article 18 is also worth special attention. It clearly 
establishes that organising funerals, i.e. allocation of plots, accounting, maintenance 
and operations of cemeteries, to be the power of heads of communities. The second 
section of this Article sets out that non-commercial organisations may be established 
with the objective to implement this power. Thus, should this draft legislation be 
adopted the implementation of this power would be greatly streamlined.

Garbage collection and disposal

Garbage collection and disposal being one of the mandatory powers of the head 
of community, is regulated according to the Laws on Local Self-government and 
on Trash, as well as the Presidential Decree on State Governance in the Marzes, 
Government decree N1161-N dated October 4 2007 on Establishing Norms of 
Mandatory Maintenance of Areas of Common Use in Multi-apartment Residential 
Buildings and other legislative acts. In 2009 no changes or amendments were 
introduced in the above legal acts.

At the same time, in 2009 several ministers issued directives regulating this 
sphere. More specifi cally, the directive of the Minister of Health was issues on 
December 22 2009, which establishes the sanitary rules, norms (N2.1.7.002-09), 
and hygienic requirements on sanitary maintenance of residential areas, collection, 
storage, transportation, processing, reprocessing, use, neutralisation and burying 
of consumption waste, and maintenance of safety norms of the staff involved in 

65 www.yerevan.am 
66 http://parliament.am/drafts.php?sel=showdraft&DraftID=19226 
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sanitary maintenance of community areas67. This directive has an appendix, which 
streamlines the details of garbage collection and disposal process. Thus, according 
to the Article 5, in the buildings equipped with garbage shafts the waste will be 
kept in the relevant containers designed for metal and plastic waste. The volume of 
these containers should be minimum 750 litres. The directive establishes many other 
specifi c guidelines, for example, the distance between groups of containers in parks, 
yards and passages, or the structure of trash transporting vehicles. It is should also be 
mentioned that the Article 5, 7 and 14 of the directive are enforced effective March 
1 2012 rather than the offi cial publication of the directive.

Another directive68 issued by the Minister of Health in 2009 regulates utilisation 
of hazardous chemical substances, as well as hygienic requirements applicable to 
their maintenance and transportation.

In the context of management of garbage collection sites important is the 
directive of the Minister of Urban Development establishing the Application of the 
Manual for designing and operation of garbage collection sites in Armenia, issued 
in 2009. According to this directive, the bases for designing garbage collection sites 
are the legal requirements posed to urban development, sanitary and environment 
protection spheres. Thus, garbage collection sites may be municipal, inter-municipal 
and regional. In terms of volume of garbage stored, these sites are provisionally 
grouped into small (5o tons per day), medium (51-100 tons per day) and large (over 
200 tons per day).

Garbage collection and disposal in the capital city is implemented through 12 
specialised companies, which has 1430 staff and 360 units of equipment. Rate of 
depreciation of the existing tools and equipment in these companies is about 75-80 
percent.

Around 450-500 tons of trash is produced in Yerevan per day. According to 
the data of Communal department of Yerevan community, only 70 percent of this 
is transported to garbage collection sites, the destiny of the remaining volume is 
unknown. According to the study69 implemented by Fitcher Consulting fi rm, the 
existing system of utilisation of community solid waste provides for low quality 
services in collection and removal of hard waste. Because of under-fi nancing all 
components of the system have extremely deteriorated. Almost 2/3 of vehicle stock 
is obsolete and its replacement is required. Irregular and illegal discharge of trash 
is widespread throughout the city, which results in extensive pollution of public 
areas. The situation is deteriorated to an extent that urgent actions are required for 
regulation, cleaning, improvement and modernisation of the services.

According to the study implemented by Fitcher Consulting, all garbage collection 
sites are in poor condition and, essentially, face the same problems. None of these 
sites is a relevantly equipped or sanitary structured place for absorption of waste, 
in other words, they are not furnished with intermediate or permanently working 

67 http://www.arlis.am/DocumentView.aspx?DocID=45940
68 http://www.arlis.am/DocumentView.aspx?DocID=45054
69 Advisory survey on development of solid waste utilisation in Yerevan with participation of private sector, 

2009; Source: http://www.logincee.org/remote_library?lang=ar&partner=38&language_code=country_id%  
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systems of collecting waste water or gas exhausts; and they operate according to top-
down procedures, which gives rise to serious environmental problems.

The above picture indicates that all garbage collection sites must urgently be 
modernised to meet international sanitary standards. Otherwise, they have to be 
closed.

According to experts, garbage collection and disposal service does not exist in 
some 860 communities in Armenia70. In others many challenges and problems exist, 
such as lack of vehicles, and the existing ones are not specialised or accommodated 
to delivery of garbage collection and disposal services, et cetera. There are huge 
problems with garbage collection and disposal in multi-apartment and multi-storey 
residential buildings. Because of failure to implement the mandatory norms of 
maintenance in areas of common use in multi-apartment residential buildings the 
trash tubes are often clogged up causing anti-sanitary situations and proliferation of 
rodents.

Tariffs for garbage collection and disposal services are defi ned by the community 
councils. In many local self-government bodies the tariff is set at 50-100 drams per 
capita, in some cases it is 150 drams. Garbage collection and disposal by commercial 
and non-commercial companies is implemented on the basis of contractual tariffs. In 
2009 no measures were taken to develop unifi ed methodology to estimate tariffs for 
garbage collection and disposal in the republic.

Among the programmes supported by international organisations in the sphere of 
garbage collection and disposal in 2009, the Regular Garbage collection and disposal 
Initiative in Seven Communities of Lori Marz project it is worth mentioning, which 
was organised and implemented by Shen Foundation.

Maintenance of residential buildings and non-residential areas

This sphere is regulated by the Law on Condominiums (adopted on May 7 2002) 
and Law on Management of Multi-apartment Residential Buildings (adopted in May 
2002), as well as a number of other legislative acts. There were no amendments or 
addition introduced in there laws in 2009.

Volumes of residential stock have been steadily increasing in the recent years. 
However, the growth rates in this sphere displayed negative trends recently (See: 
Appendix 3).

Total residential stock is 822000 units, two-third of which is located in urban 
communities. 430000 of the fl ats (52%) belong to the multi-apartment residential 
stock, although in terms of physical space (square metres) they refl ect only one-
third of total residential space. Thus, according to 2009 data, there are 267 fl ats per 
1000 population, which is almost forty percent less than the average indicator for 
European Union countries. It should be mentioned that, in general, the residential 
stock is new according to international standards, since about 60% of total stock was 
built no more than 40 years ago. However, it should also be added that in contrast to 

70 http://ankakh.com/2009/06/2003
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the old European buildings, the useful life of the predominant share of the residential 
stock in Armenia was not envisaged for more than half a century.

Multi-apartment residential buildings are generally in quite poor physical 
conditions. Particularly unacceptable is the attitude of gas, electricity and water 
suppliers towards the entrances and facades of the residential buildings. Hopeless is 
the condition of roofs and water removal systems, 75% of which is in need of urgent 
renovation. Water leakage cause damage not only to the residents of higher stories, 
but also to the basements of the buildings, which can be weakened because of the 
over-pouring.

As of 2009 condominiums cover all marzes of Armenia but predominant share 
of these institutions (about 67%) operate in Yerevan, and in marzes the number of 
operational ones is very small (See: Table 28). It should be mentioned that total 
number of condominiums is a frequently changed indicator, which is a consequence 
of formation of new condominiums and liquidation of others.

Total number of condominiums reduced from the previous year, which is a 
consequence of reduction in the number of condominiums in Yerevan. In contrast 
to this, the number of these institutions in the marzes either remained unchanged or 
slightly increased. There are tangible issues in the system, in particular, interrelations 
among owners and use of yards are not yet regulated (many experts opine that the 
absence of regulation of common ownership and yards is a signifi cant defi ciency in 
the existing legislation), not all owners participated in the procedure of allocating 
responsibilities for management of common ownership, and it was not possible to 
convene legitimate sessions of the condominiums.

Table 28: Condominiums by marzes71

Marz Number of condominiums as 
of December 2008

Number of condominiums as 
of November 2009

Yerevan 586 566
Aragatsotn 16 16
Ararat 1 1
Armavir 16 16
Gegharkunik 6 7
Lori 70 78
Kotayk 60 61
Shirak 33 35
Syunik 27 27
Vayots Dzor 2 2
Tavush 6 8

Total 823 817

71 Source: www.armstate.am; Social and economic situation in Armenia, January-December 2008, and January-
December 2009
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Water supply and removal, irrigation

Like in the previous year, in 2009 predominant majority of population in 
the republic receive services from fi ve water companies, i.e. Yerevan Jur ltd, 
HayJrmughKoyughi ltd, Nor Akunk ltd, (Armavir marz), LoriJrmughKoyughi ltd 
and ShirakJrmughKoyughi ltd. Water supply to the rest of population is implemented 
by the local self-governments. According to the government decree N1041-N dated 
September 10 2009 on Allocation of Powers to Yerevan Mayor and Introduction of 
Amendments in the government decree N765 dated December 22 1999, the powers 
of delivering water supply services in the territory of Yerevan Municipality assigned 
to the Republic of Armenia under a leasing agreement are now taken over by the 
Mayor of Yerevan. In this context, Yerevan community and Yerevan Jur ltd jointly 
implement works towards introduction of amendments and additions in the leasing 
agreement.

As of January 1 2009, the length of mainstream, streets, inter-community and 
in-yard pipe network within centralised water supply system are 5357.5, 6437.8 
and 987.0 km, respectively, of which 3833.2, 3793.3 and 894.5km in the urban 
municipalities. Water wastage is 83.9% of total water pumped into the general 
system, and in Yerevan it is 84.0%.

According to a number of surveys, supply of potable water to rural communities 
is only 76%. At the same time, this service is round-the-clock only in 41% of 
communities72. According to the data of the Water Committee under the Ministry 
of Territorial Administration, almost 580 rural communities do not receive services 
of the above Committee. In 153 of these communities Japanese International 
Cooperation Agency implemented needs assessment and situational analysis. The 
total assessed need in resources to improve the infrastructures in these communities 
is 144 mln USD. It is expected that this amount would be made available by the 
Government of Japan in the shape of a concessional loan in two phases provided that 
the Government of Armenia acted as a co-fi nancing party to the deal.

According to the Water Code of Armenia, pricing policies in water sector is 
implemented and permits for use of water infrastructures at non-competitive basis are 
issued by the Commission for Regulation of Public Services. In 2009 this Commission 
tabled recommendations on handover of water supply and removal networks installed 
in the areas of common use in multi-apartment residential buildings.

In December 2008 HayJrmughKoyughi ltd submitted a proposal, on the basis of 
which the above Commission reviewed the tariffs of services delivered by potable 
water supply and removal companies for enforcement in the beginning of 2009.

As of April 1 2009, HayJrmughKoyughi ltd established the new tariff for 
potable water supply services in the amount of 154.47 drams per cubic metre, 
and 25.31 drams for removal of wastewater. In February 2009, YerevanJur ltd. 
Applied to the Commission with a request to adjust the tariffs. The adjustment is 
preconditioned by the indicators set out in the methodology, i.e. retail volumes of 

72 Source: Report on main fi ndings of survey of rural communities in Armenia, Yerevan, 2009.
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supplied water, exchange rate of dram to Euro, and changes in electricity tariffs 
provided to YerevanJur ltd in the previous year. Taking into consideration the results 
of monitoring actual consumption volumes and impact of other factors established 
by the methodology, the new tariffs were established for delivery of water supply 
and removal and cleaning waste water services by YerevanJur ltd to be enforced 
effective July 2010.

In many communities, including Yerevan, water supply is implemented with 
interruptions. In particular, average duration of water supply is 88.95% in April 2009. 
It should be mentioned that this indicator has improved vs. the previous year (77.2%73 
in October 2008). In 2008, the frequency of accidents in the water networks increased 
18-22 percent, which is a consequence of deteriorated engineering conditions of 
the infrastructures and increase of pressure based on zoning specifi cations, which 
identifi ed new over-worn segments of the network and hidden defi ciencies. About 
80% of wastewater removed from Yerevan is poured into Aeration cleaning station. 
This station operates only part of its capacity hence only mechanical cleaning is 
made through 16mm cage and sand-catchers, which are cleaned four times a year.

Irrigation networks are property of communities and they are managed by 
local self-government bodies. Water Users Associations (WUA) are established to 
provide irrigation water to the land plots; WUAs are agricultural non-commercial 
organisations, and they regulate water allocation among land users. WUAs purchase 
irrigation water from four major state companies at wholesale prices (Armavir water 
supply ltd; Akhuryan-Araks-Jrar ltd; Sevan-Hrasdan ltd and Debed-Aghstev ltd), 
which had been licensed by the Commission for Regulation of Public Services. In 
2009, there were 5074 WUAs in Armenia. Wholesale prices for irrigation water were 
not modifi ed in 2009.

Heating

The central heating system dilapidated in the fi rst decade of the post-Soviet 
period had never been recovered. Like in the previous years, in 2009 heating of 
households was implemented through individual systems, by predominantly gas 
heaters. However, this is quite an expensive way of heating and, according to experts, 
per family expenditures in winter months reaches as high as dram equivalent of 
150USD per month.

World Bank implement signifi cant work in this area through its Community 
Heating Project75. This project is based on the government decree N509 of 2006 on 
Priority Programmes on Rehabilitation of Heating Systems with Use of Combined 
Electric and Thermal Energy, which allowed Avan and Davitashen neighbourhood 
districts of Yerevan to produce combined electric and thermal energy. In December 
2009, in the framework of the fi rst phase of the project autonomous thermal and 
electric station was commissioned to provide heating to 46 multi-storey buildings in 

73 http://www.yerevan.am/main.php?lang=1&page_id=169
74 Social and Economic conditions in the Armenia, January-November 2010, www.armstate.am  
75 http://www.r2e2.am/am/armversion/urban_heating.php
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Isahakyan, Tumanyan, Narekatci and Kuchak micro-regions of Avan district. Another 
stakeholder in this sphere is UNDP Millennium Development Goals GEF project, 
which designed heating supply schemes of administrative districts of Yerevan. In 
2009, works were implemented in Avan administrative district and surveys were 
carried out in Davitashen.

Public transport

In the sphere of community transport services no changes in legislation took 
place in 2009. as in the past, these services are delivered by community or private 
companies. The fares are established by the community council. Community transport 
routes are arranged by private companies. According to the data of the Ministry of 
Transport and Communication, there are 539 licensed passenger and taxi companies 
and 1165 individual taxi services operating in Armenia. In 2009 the number of 
public transport routes operated in the country is 341 for bus and 391 for microbus 
services76. Of these 212 are interregional, 370 are regional and 150 in Yerevan. In 
2009 the number of microbuses reduced by some 200 in Yerevan, buses began to be 
operated on the route N59, and 125 GAZel type new microbuses replaced RAF and 
Yeraz microbuses. 12 small buses of NEMAN brand were imported for operating 
route N4 in the city. In average in Yerevan some 240-250 buses, 50 trolley buses and 
2100 microbuses operate in Yerevan during the working days of the week. Metro 
named after Karen Demirchyan operates as a means of public transportation under 
the Yerevan community. 4 wagons and 20 wheels were renovated in 2009, and self-
regulatory card system of fare collection was introduced.

Education, culture and youth issues

In the sphere of education and culture several mandatory powers are assigned 
to the local self-government bodies, which are prevailingly linked with management 
and operation of kindergartens, community schools, clubs, culture houses, libraries, 
and other educational institutions. Expenditures for maintenance and operation of 
all these institutions are fi nanced from the community budgets. Among legislative 
changes in this sphere, which are worth mentioning, include the directive of the 
Minister of Education and Science of 2009 on approval of the criterion of “pre-
school education” within the group of secondary education. The Appendix77 attached 
to the above directive establishes the roles and responsibilities of the professional 
in the sphere of pre-school education (which include teachers in all groups of 
kindergartens). Another directive of the Minister of Education and Science is also 
to be mentioned, i.e. On Approval of the Complex Curriculum for the Senior Group 
(5-6 years-old) of Kindergartens78.

Through its decree of March 13 2008, the Government approved to the pilot phase 
76 http://www.mtc.am/index.php?id=2299&menu1=16&menu2=20
77 http://www.arlis.am/Annexes/3/GT8.1_10-vor1049.pdf
78 http://www.edu.am/index.php?id=3579&topMenu=-1&menu1=85&menu2=117&arch=0
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of strategic programme of pre-school education reform in Shirak and Lori marzes 
for the period 2008-2015. The objective of this programme to pilot the programme 
in general and design and introduce new approaches to child development and pre-
school education in particular.

Government decree N29 dated July 16 2009 on Further Measures to Implement 
Strategic Programme of Pre-school Education Reforms for the period 2008-2015 
recorded progress in implementation of the pilot phase of above programme, 
approved the results and identifi ed further steps and measures in implementation 
of the strategic programme. The pilot phase of this programme was implemented 
in Akhuryan sub-region of Shirak marz and Spitak sub-region of Lori marz for one 
year. Education Quality and Relevance project allocated 198.0 thousand USD in 
support of implementation of the above programme.

The community councils establish tariffs for services delivered in the area of 
education and culture. In some communities fees for these services are not established 
at all as they are fi nanced entirely from the community budgets. It should be mentioned 
that even in the cases when fees are established they are of symbolic nature since 
they are not cost-effi cient. For example, the fees paid by parents for children in 
kindergartens are channelled to acquisition of food. In many municipalities the 
collected fees are not suffi cient to fully cover even the kind of expenses. In average, 
fees for kindergarten services are between 2 and 8 thousand drams per month. At the 
same time, fees for services delivered by private kindergartens are ten and – often 
– more times of the service fees collected by kindergartens. In some communities, 
a system of discounts is established for service fees paid by parents. In particular, 
community council of Jermuk community issued a decision to apply 50% discount 
to the fees for the second child in the kindergarten in case of the parents who are 
benefi ciaries of poverty benefi ts79.

In some other communities, as was the case in the previous years, various donor 
organisations implemented renovation works of the buildings belonging to education 
and culture institutions.

For example, in the framework of Public Works Programme of CHF the 
kindergarten of Margahovit, N2 kindergarten of Talin, N1 kindergarten of Vardenis, 
heating system of Avetik Isahakyan Museum in Gyumri, and vocational school in 
Maralik have been renovated80. Another organisation, which implemented works in 
this sphere, is the Shen Foundation81, which renovated one of the kindergartens in 
Vanadzor in 2009.

Health

In health sector local self-government bodies hold a number of powers in the area 
of primary health care, i.e. outpatient facilities, which are fi nanced from municipal 
budgets and service fees. However, a signifi cant part of other health care institutions 

79 http://83.139.22.242/CMIS/Pages/DocFlow/Default.aspx
80 http://www.bridgearmenia.am/index.php?cat_id=197&out_lang=arm&PHPSESSID= 
81 http://www.shen.am/index_am.php?pageid=projects&order=project 
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located in municipalities is organisations of regional (marz) subordination and only a 
small part of those are directly managed by the local self-government bodies (about 
21%).

The outpatient facilities in many municipalities are in very poor conditions, and 
they lack elementary equipment to deliver primary health care services. In 2009 
this sphere was extensively discussed in the press. It was mostly about snakebites, 
which became widespread in rural communities and the lack of preparedness of 
rural outpatient facilities and necessary medicaments. It should be mentioned that 
outpatient facilities exist not in all rural municipalities. For example, the medical 
centre in Norashenik community in Syunik marz provides services to 19 nearby 
communities, but it does not have means of transportation. This kind of a situation is 
characteristic of other marzes as well.

International organisations continue to be actively involved in the sector. Effective 
June 2009 World Vision initiated a three-year project called Safe Motherhood, 
Health Childhood and Happy Family82. In the framework of this project educational 
training courses are delivered on the issues of nutrition, as well as capacities of 
community groups to address and control morbidity, mortality and under-nutrition 
are strengthened. The project is implemented in Alaverdi and Gavar sub-regions, as 
well as in Yerevan.

Table 29: Proportion of expenditures for general community services and services 
delivered by communities in the community budgets, mln drams

Expenditures
2009

Amount %
Total expenditures 54920.9 100.0
Community services of general nature 18201.5 33.1
1. Transport 4124.9 7.5
2. Communication 0.0 0.0
3. Environment protection 6407.2 11.7
4. Residential construction and communal utilities 4345.2 7.9
5. Health 143.7 0.3
6. Recreation, culture and religion 3868.8 7.0
7. Education 13641.4 24.8
8. Social protection 1740.0 3.2
Total 1+2+3+4+5+6+7+8 34271.2 62.4
Other expenditures 2448.2 4.5
Expenditures for community services vs. 
expenditures for services of general nature, 
proportion

1.88

Note: Total amount of municipal budget expenditures is 49358.0 mln drams. However, this 
amount refl ects the difference between the total expenditures and receipts from sales of non-fi nancial 
assets. This means that the amount of real expenditures of municipal budgets is not 49358.9 mln, but it 
is 54920.9 mln drams, which is the sum of total expenditures and receipts from sales of non-fi nancial 
assets in the amount of 5562.9 mln drams.

82 http://wvarmenia.am/main/am/id/61/wwd.more.html 
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USAID funds Primary Health Care Reform project, which implement extensive 
activities in the sector. In 2009 PHCR project implemented renovation and 
refurbishment of outpatient facilities in a number of communities of Vayots Dzor 
marz.

Seda Ghazaryan Memorial Foundation (SGMF83) and Association of Children 
Psychiatrists and Psychologists (ACPP) jointly implement Psychological Health 
Project launched in October 2009 with the objective to improve psychiatric health 
situation, as well as quality and accessibility of care.

Shen Foundation established a dental clinic in Aghber municipality of 
Gegharkunik marz, in addition to implementation of Elementary Medical Education 
project for population in fi ve municipalities of Tchambarak sub-region.

The power of local self-government bodies to establish fees

In 2009 there were no legislative changes in relation to the power of local self-
government bodies to establish fees. Like in the past, in 2009 the legislation does 
not specify mechanisms of applying fi nes or penalties in case of failure to perform 
the planned fees.

7.2. Management of municipal services7.2. Management of municipal services

No substantial steps were undertaken in 2009 towards expansion of the scope 
of municipal services or enhancing their quality. In the predominant majority of 
communities the quality and accessibility of services continue to remain weak. 
Expenditures on delivery of major public services in 2009 totalled 62.4% of total 
expenditures. This is in the case when expenditures on municipal services of general 
nature make 1/3rd of total expenditures (See: Table 29).

In observing the management of community services it is interesting to approach 
the issue from the perspective of their accessibility for the population. For population 
in rural communities important factor is the distance to the village administration, 
pre-school institutions and health care facilities.

Table 30: Accessibility of services in rural communities84

Services Average distance (km) Time spent to reach the service 
(hours)

Health care facility 0.6 0.1
Village administration 0.1 0.1
Pre-school institution 6 0.5

Data in Table 30 shows that it is only the pre-school institution that is relatively 
remotely located, while the health care facility and village administration are within 
reasonable reach in terms of distance and time.

83 http://www.sgmf.am/details.asp?ID=20&Lng=2 
84  Source: Report on main fi ndings of survey of rural communities in Armenia, National Statistical Service, 

Millennium Challenge Account-Armenia, Yerevan, 2009.



262

Conclusions and recommendationsConclusions and recommendations

In the second half of 2008 certain progress in implementing reforms in local 
self-government system of Armenia was recorded, but in 2009 not only the pace of 
reforms was not maintained, but it signifi cantly slowed down.

All programmatic state documents in circulation in 2009 (Programme of 
Activities of the government, Sustainable Development Programme) contain 
essentially the identical provisions and mainly refl ect concepts of implementing 
the Constitutional amendments. Nevertheless, legislative changes implied as a 
consequence of amendments in the Constitution were very slow in 2009 with no 
fi nal results yielded.

In 2009 the most important event observed in the local self-government sphere 
of the country was the elections to the local self-government bodies of Yerevan, as 
a result of which such bodies were established and local self-government started its 
operation in the capital city effective June 2009.

Local self-government units in Armenia, i.e. the municipalities, continue to 
remain extremely fragmented. There are very many small and weak municipalities, 
which are not in a position to implement the part of the powers assigned to them 
by the law. In terms of development of inter-municipal cooperation no signifi cant 
changes have been registered. Like in the previous years, in 2009 no community 
consortia were created. Nevertheless, two new community unions were established 
in the reported year; fi nally, Union of Armenian Communities was created, although 
the current number of member communities is very small (total number of member 
communities is 40 – out of total 915 – registered as of September 7 2009).

As in the previous years, the degree of fi nancial independence of the local self-
government bodies in 2009 continued to be very low. There were no shared revenues 
allocated from the state budget (income tax and corporate profi t tax).

Total sum of community budget revenues in absolute terms continued to increase 
(even in the circumstances of global fi nancial and economic crisis), but its share in 
the consolidated budget remains at the same low level (7.4%). The share of fund 
budget in community budgets had been growing up until 2008, but starting that year 
it gradually decreased, which was particularly tangible in 2009.

In 2009 self-government bodies did not issue community bonds nor did they 
receive loans either from the state budget or commercial banks.

Absence of legal rules of procedures for implementation of mandatory and 
delegated powers of local self-government bodies causes serious problems indeed 
both for communities in terms of defi ning the minimum volumes of fi nancial 
resources for implementation of their powers and for the state authorised agencies in 
terms of arranging proper supervision over implementation of the powers.

The nature of powers and authorities of Yerevan self-government bodies is 
generally correspondent to those of other  ommunities, but there are signifi cant 
differences and specifi cities, which are set out in the promulgated legislation.

In 2009 no serious legislative or practical reforms took place in the area of 
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expanding the scope of powers of local self-government bodies; the powers of rural 
and urban communities are not yet streamlined. Comparison of the powers of local 
self-government bodies in Armenia with those in European and Baltic countries 
shows that the level of decentralisation in Armenia may not be considered satisfactory. 
The issue of establishing new more effi cient disposition between centralisation and 
decentralisation of powers continue to remain high on the agenda of the authorities.

Starting from 2009, reforms in budget legislation at community level were 
launched and the local self-government bodies started compiling and executing 
budgets according to the new budgetary classifi cation. Despite the complications with 
budget compilation and execution in the early stages, the communities have handled 
well and accommodated to the requirements of the new budget classifi cation.

Comparison of indicators of adequacy of powers and fi nancial resources 
available to local self-government bodies in Armenia and European countries shows 
that Armenia is signifi cantly behind, in particular, in terms of the shares of municipal 
budgets in public expenditures and GDP, and per capita revenues and expenditures 
of these budgets.

Despite the tangible increase in both revenues and expenditures of community 
budgets in absolute terms as well as shares of actual execution of community budgets 
over the recent six years, predominant part of local self-government bodies are not 
capable of full implementation of their powers assigned by legislation because of, 
inter alia, scarcity of fi nancial resources; reforms implemented in 2004-2009 failed 
to have any tangible impact on quality of public services delivered by local self-
government bodies or, equally, on general living standards of population.

Serious progress in local democracy was unfortunately not recorded in 2009.
Since the formation of local self-government system, local self-government 

bodies elections were for the fi rst time held in Yerevan city in accordance with the 
legal procedures. This was the fi rst step towards enhancing civil responsibility factor 
during the elections of self-government bodies. These elections continue to be held 
in the context of weak competition and multiple defi ciencies, while positions are 
prevailingly distributed among representatives of coalition parties, as was the case 
in the past. Members of community councils continue to be passive and dependent. 
Local self-government bodies still adopt decisions, which contradict laws and other 
legal acts. There is an articulated gender inequality in elected positions of the system. 
Women’s representation in elected position is purely symbolic. Overall, there is 
no gender inequality in the administrations, as was the case in the previous years. 
Local self-government bodies undertake certain measures towards publicity and 
transparency of their activities. A small reduction in the number of representatives of 
local self-government bodies in the black lists of Freedom of Information Centre of 
Armenia is observed. Nevertheless, there still a long way to go in this direction.

Among the factors preconditioning the implementation of legitimate powers in 
proper and quality manner by the local self-government body the most important 
ones are the educational and professional capacities, as well as the number of the 
municipal administrations. The law on Community Service is called for protection 
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of community staff from shocks caused by results of community elections. However, 
in real life community servants continue to be extremely dependent upon situational 
changes.

The Law on Community Service defi nes university education as a requirement 
for senior and leading positions of the service and secondary education for junior 
positions. The Law on Local self-government requires that heads of communities 
had secondary vocational or university education. However, as in the previous years, 
in 2009 this requirement of the law has never worked properly because the Central 
Electoral Commission has always been governed by the Article 123 of the Electoral 
Code of Armenia. There is no requirement of educational background established for 
members of community councils.

Over years almost nothing changes in the hierarchy of decision-making at local 
level. It is the same now, i.e. practically all the initiatives to take decisions come from 
the head of municipality. Usually, community council sessions approve all decisions 
processed and prepared by the head of community.

The situation has not much changed in the communities in terms of capabilities 
to use electronic means of communication. Many communities lack constant or 
proper Internet connectivity. Many communities lack even other means of public 
awareness, such as newspapers, local television, and sometimes even landline 
telephone communication. The situation has improved only in terms of mobile phone 
communication; almost all the communities are connected to cellular networks.

The fi rst round of training delivered to community servants was launched and 
completed in 2009, which was funded by the state budget. As in the previous year, 
in 2009 the training programmes had not been differentiated for various groups of 
community servants, compiled according to the same approach and principles, as a 
result of which they did not conveyed any professional knowledge to the trainees in 
2009.

In addition to training courses funded from the state budget, various organisations 
and institutions also fi nanced and deliver various types of training activities, which 
are overly uncoordinated and depend upon many exogenous factors.

International organisations operating in Armenia cooperate with the Government 
of Armenia. Some of these organisations cooperate with each other as well. 
Nevertheless, the level of coordination of their activities in 2009 was far from being 
satisfactory.

Overall, 2009 was not a turning point in terms of delivery of community services. 
A number of existing systemic issues were further aggravated by the impact of global 
fi nancial and economic crisis, which imposed incremental pressure on the community 
budgets already experiencing hardships; in the meantime, the community budget is 
the main source for delivery of community services. Nevertheless, the sphere of 
community services delivery did not remain static in the reported period and some 
developments have taken place.

Green planting activities have been implemented mainly in urban and large 
rural communities, as well as in Yerevan. Special importance is attached to the fact 
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that green zones in urban communities of Armenia occupy only 4.5 percent of their 
administrative territories.

There are urgent challenges in the sphere of cemetery maintenance. These are 
mainly related to planning construction of new ones and illegal burials along the 
edges of the main roads.

In the sphere of garbage collection and disposal several ministers’ issues 
directives and orders called for its regulation. In general, the existing system of 
garbage collection and disposal is characterised by low-quality services of trash 
collection and removal.

Volumes of residential stock have been steadily increasing in the recent years. 
However, the growth rates in this sphere displayed negative trends recently. Majority 
of condominiums are concentrated in Yerevan, which used to be the same in the 
previous years. There are still many problems arising in their operations, mostly 
around interrelations among owners, fi nancing and securing representation of 
residents in these institutions.

Tariffs applicable to water supply and removal services were reviewed in 
2009. In many communities, including Yerevan, water supply is implemented with 
interruptions. As in the past, the pipe infrastructures to supply potable water to rural 
communities are poor, i.e. about 76%. At the same time, this service is round-the-
clock only in 41% of rural communities.

The central heating system dilapidated in the fi rst decade of the post-Soviet 
period had never been recovered. It should however be mentioned that in 2009 
several pilot projects were implemented in this sphere.

A visible change in transportation is the reduction of the number of microbuses 
and their replacement with buses. For example, the number of microbuses in Yerevan 
reduced by some 200 in 2009.

Majority of rural outpatient facilities are in poor state because of the lack 
of fi nancial resources. In the meantime, these facilities do not exist in all rural 
communities.

The above conclusions enable the following recommendations

An integral requirement for further development of local self-governance in 
Armenia is the acceleration of the pace of reforms along all directions. It is necessary 
to expedite adoption of the legal acts stemming from 2005 Constitutional amendments, 
which address establishment of local taxes and their types, rules of procedures for 
implementation of the powers assigned to the heads of communities, as well as 
principles of consolidation and separation of communities. It is also necessary to 
fi nalise the adoption of the new Law on Financial Equalisation, which has passed the 
fi rst hearing in the National Assembly.

The government should closely follow and address the challenges faced 
by the sphere of self-government and avoid from reshuffl ing those from one 
project to another, as well as proper implementation of the legislative provisions 
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thus minimising the gap between the laws and their enforcement. In this respect, 
particularly important is to design and adopt Local Self-government Development or 
Strategic Programme of Decentralisation with participation of public, communities, 
communities associations and state authorities. Such strategic programmes should 
encompass the entire scope of issues and challenges existing in local self-government 
and timed plan of actions.

It is necessary to review the pattern of shared tax revenues assessed to the state 
budget, i.e. this should be regulated by the Law on Budgetary System, which is a 
change from the existing approach of envisaging such appropriations in the Annual 
Budget Laws.

The need to strengthen community councils continues to be high on agenda, and 
this can be implemented through consolidation of communities, establishment of the 
institutional position of the head of community council and other means.

It is important to design, adopt and enforce the methodology for estimating costs 
of implementation of mandatory and delegated powers of local self-government 
bodies with the objective to identify minimum fi nancial benchmarks.

On the basis of the rules of procedures for implementation of powers by heads 
of communities and estimation of fi nancial resources necessary to fully implement 
such powers, it is necessary to secure legal establishment of adequate fi nancing of 
the local self-government bodies.

With the objective to secure large-scale and long-term investments in community 
infrastructures, as well as expand sources and volumes of fi nancing implementation 
of powers assigned to local self-government bodies, it is necessary to improve the 
existing legislation towards involvement of communities in monetary relations, 
design and adopt regulation of borrowings by communities from commercial banks 
and other fi nancial institutions, and allocation of community bonds. And important 
component of this work is to design and enforce the institutional framework and 
tools of assessing creditworthiness of communities.

Taking into consideration the experience gained from 2004-2009 surveys of 
adequacy between the powers and fi nancial resources of local self-government 
bodies, it is necessary to institutionalise assessment of selected fi nancial indicators 
for consistent and regular implementation by relevant state authorised agencies in the 
future. For this purpose it is important to design and introduce a unifi ed information 
system for analysis and assessment of fi nancial indicators, securing mechanisms of 
annual update of the indicator values, analysis and assessment of new indicators, and 
annual publication of the results.

Strengthening local democracy requires signifi cant improvement of election 
processes and procedures. Participation of community population in local elections 
requires legislative basis establishing types and mechanisms of such participation, 
as well as implementation of targeted community awareness campaigns with 
involvement of local self-government bodies, non-government organisations, mass 
media and relevant state agencies.

It is also necessary to continue works towards strengthening capacities of 
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community servants. A shift from general training programmes towards area and 
professional training modules is needed with involvement of professional trainers.

Practically all community services are in desperate need of improvement and 
further development. In this context allocation of subventions to community budgets 
from the state budget is prioritised in parallel with implementation of relevant 
targeted programmes.
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Appendix 1: Actual execution of individual components of the state budget and Appendix 1: Actual execution of individual components of the state budget and 

their shares in consolidated budgets in 2007-2009their shares in consolidated budgets in 2007-2009

1) Neither revenues nor expenditures of consolidated budget include the infl ows 
from inter-budgetary transfers.

2) Revenues of mandatory social contribution budget include direct transfers 
from the state budget, as well as infl ows generated on contributions from budget-
funded organisations (both state and municipal).

According to the Law on Introduction of Amendments in the Law on Budgetary 
Structure (October 24 2007, HO-224-N), effective 2008 the Mandatory Social 
Contribution Budget has been included in the state budget of Armenia according to 
the new budget classifi cation.

3) Municipal budget revenues include offi cial transfers from the state budget.
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1. Legal and Programmatic Assessment of Reforms in Local Self-1. Legal and Programmatic Assessment of Reforms in Local Self-
GovernmentGovernment

1.1. Assessment of legal aspects of reforms in local self-government1.1. Assessment of legal aspects of reforms in local self-government

Refl ecting constitutional provisions in legislation 

The constitutional provisions regulating local self-government should have 
been cascaded down to the national legislation within the deadlines defi ned in the 
2005 Constitution (within 2 years after promulgation of constitutional amendments, 
i.e. before December 6 2007). However, as at the early 2010 some of the above 
provisions have not seen any legislative amendment or change. These include:

a) Community Council shall establish local taxes in accordance with the legal 
procedure (Constitution, Article 107);

b) Implementation of relevant powers by the head of community shall be 
established by law (Article 107);

c) Principles and procedures of consolidation and/or de-merger of communities, 
as well as election timing in newly established communities shall be established by 
the law (Article 110);

d) Inter-community unions may be established in accordance with the legal 
procedure (Article 110).

Of the above, the National Assembly approved a package of legal acts on local 
taxes in 2010, but these have not enabled community councils to actually institute 
local taxes since individual laws have not yet been passed.  

Already in the end of 2009 the Ministry of Territorial Administration submitted 
to the Government the draft bill on Hotel Tax stemming from the package of legal 
acts on local taxes. In 2010 the Government returned the bill to the Ministry for 
further discussion with relevant stakeholders. The bill discussed as requested, has 
been submitted again to the Government with minor changes and amendments by 
the end of the year.

In the area of legal backing of implementation of powers assigned to the 
heads of municipalities, the Community Finance Offi cers Association (CFOA) 
developed Rules of Procedures for Heads of Municipalities on Garbage collection 
and disposal and Sanitary Cleaning back in 2009, which in 2010 was submitted to 
the inter-sectoral workforce headed by deputy minister of justice; the workforce 
has elaborated the draft and submitted to the government. The government 
submitted that to the National Assembly where the bill passed fi rst reading on 
September 15 2010. Another bill developed by CFOA, namely on delegated power 
of providing social assistance by head of municipality, has not been promoted any 
further. Finally, CFOA has developed a draft framework law on implementation of 
powers assigned to the heads of municipalities, which is now with the Ministry of 
Territorial Administration.
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The Ministry of Territorial Administration has developed a draft law on 
establishment of rules of procedures for implementation of mandatory powers 
assigned to the head of municipality in pre-school education, and submitted the draft 
to the Government for discussion86.

A protocol decree of the government on Establishment of Inter-community 
Unions and Consolidation of Communities issued in 2009 was not fi nalised in 2010 
hence not adopted. The inter-sectoral commission and the subordinate three working 
groups had not seriously embarked on work any time before the end of 2010. No 
law has been adopted or any amendments introduced in the existing legislation that 
would establish the principles or rules of consolidation or de-merger of communities. 
Equally, no legislative has been passed on inter-community unions. In the course of 
the reported year the German Technical Cooperation Offi ce (GTZ) provided technical 
assistance to design of the exemplary programme of consolidation of communities 
in Vayots Dzor marz of Armenia and launch of a similar project was planned for 
implementation in Syunik marz87.

Thus, legislative activities required by the new Constitution lagged behind 
throughout 2010 and only intermittent and fragmented results have been achieved, 
which mostly pertain to local taxes and rules of procedures for implementation of 
powers assigned to the heads of municipalities.

The law on municipal securities was not adopted in 2010 either despite this 
provision had been envisaged in the Law on Local Self-government.

Amendments in laws regulating local self-government

In 2010 a number of changes and amendments were introduced in the legislation 
regulating local self-governance.

Changes and amendments were introduced in the on Local Self-government 
through adoption of four legislative acts promulgated by the National Assembly. In 
particular, the law adopted on April 27 2010 establishes compliance of a number of 
relevant provisions with the changes and amendments in the Law on Taxes adopted 
on the same date. The law adopted on September 16 2009 assigns a delegated power 
to the heads of municipalities, according to which the latter shall have to identify 
unregistered births of children in the communities and undertaking measures to secure 
their registration (this legislative requirement has been stipulated in the Law on Local 
Self-government in Yerevan as well). The law adopted on December 12 2010 makes 
a reference to the Land Code of Armenia, where additions were incorporated on the 
same date (See Clause 3.1 of this report). Finally, the law adopted on December 22 
2010 contains merely editorial improvements in the existing legislation.

The additions and amendments introduced in the law on Taxes (April 27 
2010) marked the outset of the process of introducing local taxes in the country. 
This law establishes property, land, hotel, as well as vehicle parking taxes as local 

86  www.mta.gov.am Information bulletin of the Ministry of Territorial Administration of Armenia on priorities 
and actions in 2010.

87 The same
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types of tax assessment. Application of the fi rst two types has been mandatory in 
all the communities, while the second two shall be defi ned and established by the 
community council of the individual communities if so initiated by the head of the 
municipality.

One of the main characteristics of local taxes is the establishment of applicable 
rates of taxation by the LSGs within the scope defi ned by the legislation (European 
Charter of Local Self-government, Article 9:3). In this particular case it should be 
mentioned that the above provision contradicts the European Charter of Local Self-
government insofar as the LSGs are not entitled to defi ne the rates of taxation in case 
of the taxes that have been established as local by the national legislation. The rates 
of taxation shall continue to be defi ned by law, as it currently stands. The community 
council shall defi ne exclusively the rates of taxation for the second pair of taxes, i.e. 
hotel and parking.

It should be mentioned here that further to establishment of local taxes, the 
government submitted a draft law on local duties for parking vehicles to the National 
Assembly in the same 2010 and a bunch of derivative amendments proposed in 
relevant legislation, which essentially recommend superseding the local taxes for 
parking vehicles with local duties. To this end, it is important to stipulate that the 
payment for parking vehicles is in its own nature a local fee rather than a tax or a 
duty. It can be clearly observed from the clarifi cations set out below.

Literature contains a number of characteristic features, which help differentiate 
among taxes, duties and fees. Fees are monetary (pecuniary) payments for one-off 
services delivered by a level of government, which are prevailingly of non-material 
nature, in other words, these are services delivered by local self-government 
bodies and/or their organisations in implementing their overall powers and 
responsibilities88.

A duty (for any level of government, including local self-government) is a 
payment established by the state for certain goods and/or transactions.89 For example, 
customs duty, stamp duty or local duty for handling a defi ned set of applicable 
documents.

A tax is a mandatory and irrevocable payment made with the objective to meet 
state and public needs. In contrast to the fees and duties, which are assessed against 
delivery of a concrete service, the taxpayer does not realise the implied immediate 
benefi ts90 or ways of spending the assessed taxes.

It was back in the preceding year that the new law on fi nancial equalisation 
was adopted in its fi rst reading (April 29 2009), but in 2010 it was not called for the 
second reading.

The National Assembly approved the draft law on trash removal and sanitary 
cleaning in the fi rst reading (August 30 2010). This bill bears signifi cant deviations 

88 Public Finance: Theory and Practice in the Central European Transition, Ed. By Juraj Nemec and Glen Wright, 
Bratislava, 1997, page 277.

89 Public Finance: Theory and Practice in the Central European Transition, Ed. By Juraj Nemec and Glen Wright, 
Bratislava, 1997, page 278.

90 Public Finance: Theory and Practice in the Central European Transition, Ed. By Juraj Nemec and Glen Wright, 
Bratislava, 1997, page 250.
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from the initial version and contains many shortcomings. Some of these are set out 
in the subsequent paragraphs.

In this draft law, the fee for trash removal is not denominated as local despite the 
fact that it is a mandatory payment, and, moreover, it is to be assessed and collected 
to an extra-budgetary fund. This reality may be an impediment for transparency of 
the collection and use of the assessed funds.

This provision of the draft law (Article 10, Clause 3), according to which the 
minimum periodicity of trash removal, places of installation of garbage containers, 
their types and quantity shall be established by the head of municipality, completely 
disregards the community council (these are not issues to be established unilaterally) 
and bear corruption risks in the interrelations between the head of municipality and 
service operators.

Another article of the draft law (Article 13, Clause 2) stretches even further 
and assigns the power of approving the sanitary cleaning scheme so natural to the 
local authorities to the operators and the formulation is as follows: “the requirements 
established by the scheme of sanitary cleaning shall not be mandatory for the 
operators”.

The draft law does not contain any provision on inter-community cooperation 
in the area of trash removal. Incorporating such a provision is crucial taking into 
consideration that the number of communities in Armenia is over ten times that of 
the existing garbage collection sites.

The draft law on trash removal and sanitary cleaning has been submitted to 
National Assembly for second reading with certain adjustments at an extraordinary 
session on 16-17 December. It was voted but not approved in lack of the legitimate 
quorum.

1.2. Assessment of programmatic reforms in local self-government1.2. Assessment of programmatic reforms in local self-government

The year 2010 saw continuation of the Government Programme of Activities 
approved on April 30 2008 (the section on local self-governance is set out in the Box 
1 of the 2009 Report on Local Self-government Reforms in Armenia). 

Implementation of the above programme predominantly focuses on the 
provisions, which are preconditioned by constitutional changes (See: Clause 1.1 of 
this Report).

Among other activities the works on creation of a unifi ed information database 
(bank) for property and land taxes of the communities should be mentioned. In 
2010 the databases on property and land taxes have been installed in the Ministry of 
Territorial Administration and nine marzpetarans.91 It is only in Syunik marzpetaran 
that the works on creation and installation of the databases were not over by the end 
of the reported year. 

The important long-term socio-economic development programme of the 
91 www.mta.gov.am Information bulletin of the Ministry of Territorial Administration of Armenia on priorities 

and actions in 2010.
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government is the Sustainable Development Programme (the section on local self-
governance is set out in the Box 2 of the 2009 Report on Local Self-government 
Reforms in Armenia), which was under revision in the times of the global economic 
and fi nancial crisis back in 2009. Nevertheless, a number of sectors were not refl ected 
in the Programme as at 2010, and these include major directions of local self-
governance policies. The SDP provisions on local self-governance are essentially 
identical to the ones set out in the above Government Programme of Activities.

Assessment of the activities implemented by national authorities responsible 
for development of local self-government in the country

There are two public authorities responsible for development of local self-
government systems in Armenia, namely, the National Assembly and the Government 
of Armenia.

In 2010 the permanent commission of the National Assembly on territorial 
administration and local self-government held hearings of draft legislative acts, 
convened sessions and issues commission approval to a number of legislative deeds 
in the area of local self-government for inclusion in the agenda of the panel sessions 
of the National Assembly. However, as in the preceding year, this commission limited 
its involvement to discussion of bills submitted by the government and putting 
those into proceedings did not take any initiative as to drafting legislation towards 
improvement or development of local self-government in the country.

The Ministry of Territorial Administration, which is the authorised government 
agency in the area of local self-government, continued towards organising discussions 
of draft laws, amendment and submission thereof to the government in 2010. The 
ministry has implemented some works towards establishment of municipal service at 
community level, development of legal supervision over the local self-government 
bodies, creation of unifi ed information database for the communities, as well as 
collection of own revenues by the local self-government bodies. Improvement of 
publicity and transparency in activities of the ministry continued in 2010. In the course 
of the reported year the ministry focused on strengthening administrative methods 
of interactions with communities, but, the work on improvement of legislation has 
remained practically as far from satisfactory as in the preceding year.

1.3. Implementation of international obligations1.3. Implementation of international obligations

International obligations in local self-government sector are prevailingly 
preconditioned by the fact that Armenia is a member of the European Council. The 
obligations stemming from such membership are embedded in inclusion of principles 
of European Charter of Local Self-government and recommendations of the Congress 
of Local and Regional Authorities in the legislation of Armenia and actual application 
of relevant mechanisms. Implementation of legislative obligations in this context is 
continuously deferred in spite of remaining on the agenda (See Section 1.1. of this 
report). Armenia is yet signifi cantly lagging in practical application of the principles 
of the European Charter of Local Self-government.
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On September 9 2009, Armenia joined the family of nations, which signed the 
additional protocol of the European Charter of Local Self-government, adopted 
by the Ministerial Committee of the Council of Europe. It was made available for 
signing by members of the European Council at the 16th Session of the ministerial 
committee responsible for local self-government issues (Utrecht, November 16-17 
2009). 12 countries signed the protocol on the opening day of the above session, and 
among these were Belgium, Estonia, Finland, France, Hungary, Iceland, Lithuania, 
Montenegro, the Netherlands, Norway, Slovenia and Great Britain. In 2010 Sweden 
and Armenia joined this group. As of the end 2010, fi ve countries, namely, Hungary, 
Montenegro, the Netherlands, Norway and Sweden, have the protocol ratifi ed at 
national level.

Armenia signed the additional protocol of the Charter on March 18 2010. Further 
to ratifi cation by the National Assembly Armenia will assume new obligations as to 
inclusion of the relevant requirements in its legislation92, in particular, undertake all 
necessary measures to secure participation in local self-government, such as authorise 
local self-government bodies to enable, encourage and support implementation of 
the right of participation, and secure creation of:

a) procedures for engagement of population, which may include provision of 
consultancy, local referenda and petitions, as well as other means of involvement of 
population at large;

b) accessibility procedures, which secure access to offi cial documents of the 
local authorities;

c) means to meet the needs of civil groups, which encounter certain diffi culties 
in participating in local self-government;

d) mechanisms and procedures for discussion and feedback to complaints and 
proposals in respect of local self-government bodies and public services.

Enforcement of the right to participate in affairs of local self-government bodies 
in the area of community development planning and decision-making requires 
adequate resources, and the local authorities should enjoy access to advice and 
consultancy in a timely and appropriate manner.

Being involved in European Neighbourhood Programme (ENP) and Eastern 
Partnership, Armenia maintains a number of obligations towards the European 
Union as well. ENP Action Plan 2007-2010 and Indicative Programme for Armenia 
set out certain provisions in the area of local self-government, which essentially 
are the “obligations” of Armenia in the context of implementation of the above 
programmes.

Presidential Resolution (PR-68-A, dated May 6 2009) aims at implementation 
of the above programmes, and the Resolution defi nes a list of actions to secure 
implementation of the ENP EU-Armenia and actions are set out along the programme 
years. Below are results of actions in the area of local self-government anticipated in 
2010m as well as assessment of their actual current status93.

92 Additional Protocol to the European Charter of Local Self-Government on the right to participate in the affairs 
of a local authority, Utrecht, 2009.

93 http://www.cfoa.am/HTML/LibraryAr.htm. D. Toumanyan, V. Movsisyan: on measures to implement ENP 
Armenia-EU Plan of Actions for 2009-2010.
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I• n the framework of cross-border cooperation between Armenia and 
Georgia, activities to involve European resources for implementation of regional 
development programmes in the bordering regions.

The following works have been implemented in this direction:
Three pilot projects have been designed and approved with participation of - 

bordering Armenian and Georgian communities. These pilot projects involve the 
following communities, and the programme components include:

Alaverdy: environment protection project;
Vanadzor, Tashir: small and medium business promotion project;
Dilijan, Ijevan, Vanadzor: tourism development project.
The programme is fi nanced by the Kingdom of Netherlands and its total amount 

is 680 thousand Euros. The launch of the programme was in 2010 and it will be 
completed in 2012. 

In the framework of Armenia-Georgia cooperation, training programmes - 
were delivered for the communities with participation of an international expert;

Design of unifi ed cooperation development strategy paper, Euro-region, was - 
launched. One expert from each Armenia and Georgia, as well as an international 
expert participation in the design of the strategy.

Establishment of cooperation between communities in Armenia and in • 
other countries aims at securing sustainability in implementing local development 
policies in the framework of cross-border cooperation programmes in the South 
Caucasus

The following works have been implemented in this direction:
Armenian-French community cooperation: in quantitative terms this - 

is the largest case of cooperation for Armenian communities, which involves 30 
cooperation arrangements. In the framework of this overall cooperation framework 
multiple projects have been designed along a number of important directions, such 
as tourism, business promotion, agricultural development, Francophonia, et cetera.

A decentralised cooperation forum was held on October 7-8 with participation - 
of 130 offi cials from French towns and regions. During the forum a Charter has been 
adopted, which provides the framework for cooperation activities in the nearest three 
years.

In 2010 the local development works were maintained in the framework of - 
cooperation between Armenia, Georgia and Azerbaijan launched in the end of 2009 
in Kutaisi.

An agreement has been concluded between the community unions of - 
Armenia and Georgia towards implementation of series of training for municipal 
servants and elected offi cials working in local self-government bodies.

Adoption of other legal acts stemming from the concept paper on • 
establishment of community unions and consolidation of communities and 
introduction of relevant changes and amendments, as well as implementation of 
measures set out in the timetable of the concept paper.

Hardly any work has been implemented within this component hence no 
presentable results achieved.
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2. Administrative and territorial division and inter-community 2. Administrative and territorial division and inter-community 
cooperationcooperation

In 2010 saw the works on distribution of land stock located outside community 
boundaries and their inclusion in the territories of the local self-government 
bodies continued and completed. Results of this activity have been refl ected in the 
amendments and additions in the law on Administrative and Territorial Division of 
Armenia stipulated in the two laws promulgated by the National Assembly. More 
specifi cally, the law adopted on June 24 2010 contains description of the boundaries 
of communities in Aragatsotn, Gegharkunik and Lori marzes, and the other law 
refl ects on the communities in Syunik and Tavush marzes. The fi rst of these two 
laws has introduced adjustments to the names of the communities and populated 
settlements. As a result, the entire territory of the Republic of Armenia, except 
the area of the Lake Sevan, has been distributed among the communities and the 
implementation of local self-government across the entire territory of the country 
has become a fact of life.

Average territory per Armenian community is currently 31.1 square km, as at 
January 1 2010.

In 2010 the overall number of communities in Armenia did not undergo any 
changes, and the former 915 communities continue to operate, of which 866 are rural 
and 49 are urban communities.

Permanent population of Armenia as at January 1 2011, was 3262.2 thousand 
people94, and average population per community is 3565 people, i.e. 14 people more 
than the previous year. Average number of population per community, Yerevan 
excluded, is 2342 people. Armenia belongs in the bottom group of countries among 
the Council of Europe nations in terms of this and average territory per community 
indicators. These indicators demonstrate utmost fragmentation of the local self-
government units in the country.

Administrative and territorial reforms continue to be pivotal for development 
of local self-government systems in Armenia but actual solutions continue to be 
repeatedly put for consideration at later stages. As already mentioned, the government 
decree of April 23 2009 took note of the Concept Paper on Establishment of 
Community Unions and Consolidation of Communities, and further Prime Minister 
Resolution (dated May 26 2009) established inter-sectoral commission. The latter 
formed a working group to review the issue of consolidation of communities and 
design of the concept paper. Nevertheless, no concrete results have emerged up until 
the end of 2010.

The above inter-sectoral commission has, in addition, established a workforce on 
establishment of community unions, which also failed to demonstrate any palpable 
result in the reported year. Because of shortcomings in the existing legislation, no 
community union has been created, which was exactly the case in the preceding 
year.

94 www.armstat.am Socio-economic snapshot in Armenia, January-December 2010.
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No new community association was created in 2010 and as of the end of 
2010 there were 25 such associations, which covered less than half of the existing 
communities in the country. Community associations are not noticed to be active in 
protecting the rights of local self-government bodies.

The only existing case of inter-community cooperation operating through the 
mechanism of direct contracts is the maintenance of property and land tax databases, 
and some municipalities have created dedicated companies to perform this function 
(76 such companies in the end of 2010, one more than in the beginning of the 
same year95). In 2010 the land tax databases were fi nally handed over to all the 
municipalities in full by the end of the reported year (in the beginning of the year 
these databases were not handed over to 41 municipalities).

In 2010, an interesting piece of experience in the area of inter-community 
cooperation was recorded in Ararat sub-region of Ararat marz, which may be 
exemplary in the context of developing inter-community cooperation in other regions 
of Armenia (See: Box 1).

3. Property and financial independence of the communities3. Property and financial independence of the communities

In 2010 no major changes were introduced in the legislation regulating 
community property or fi nance. There were four minor changes in the law on Local 
Self-government, with the notion of “local taxes” and their types introduced in one 
of the cases. Another change of similar content, as well as insignifi cant two others, 
were introduced in the law on Budgetary System, and a change in the Land Code, and, 
fi nally, a couple of minor changes were done in the laws on Financial Equalisation 
and Property Tax. On December 22 2010, new law on Procurements was adopted.

95 Source: State Revenue Committee of Armenia.

Box 1: Best case example of inter-community cooperation

“Vedi inter-community union” community association established a “Clean Country” ltd in 2009 with 
the objective to implement trash removal activities in the member communities. This company started actual 
activities effective January 1 2010 and it delivers garbage removal services to Vosketap, Urtsadzor and Avshar 
communities, which are not members of the association. The members of the association include Vedi, Aralez, 
Goravan, Dashtakar, Yeghegnavan, Lusarat, Noyakert, Nor Kyank, Nor Ughi, Shaghap, Vanashen, Aygavan, 
Sisavan, Ginevet, and Pokr Vedi communities, which naturally are recipients of the service. Trash removal 
services are implemented in the above communities through 230 metal and plastic containers, plastic bags 
distributed to 5200 households and 326 legal entities. Trash removal in Vedi urban community is carried out 
twice a day, and once a week in rural communities. Garbage from the involved communities is collected in the 
garbage collection site of 5 thousand hectares allocated to the Company, which is fenced, has water, electricity 
supply and relevant structures. Trash removal is implemented in accordance with the scheme and timetable 
approved by the Manager of the company, agreed with the heads of involved municipalities.

In the future, it is planned to clean other areas, which were previously used as garbage collection sites, and 
a trash processing plant is designed to be constructed in the currently operating site.

Source: Yura Harutunyan, Manager of Clean Country ltd.
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3.1. Community property3.1. Community property

In 2010 the property stocks of communities were replenished through both their 
own revenues and a variety of grants. Prevailing share of grants refl ect donations of 
assets to a number of communities by virtue of government decrees96.

Other government decrees97 put into circulation opposite processes whereby 
community lands were donated to the government of Armenia.

Depreciation, wear-and-tear and the need for renovation are characteristic 
features of the predominant share of community property items.

Chamber of Audit of the Republic of Armenia implemented site supervision 
visits to communities in Vayots Dzor98 and Tavush99 marzes, which identifi ed 

96 The Government Decree N7-A, dated January 14 2010, allowed a share holding company to donate its 
buildings and structures to the urban community of Martouni, including the land under these structures with the 
objective to establish a community chess school. According to the Government Decree N309-A, dated March 18 
2010, a state-owned building and adjacent land plot was donated to the Yerevan Municipality. The Government 
Decree N481-N, dated April 8 2010, a multi-apartment residential building, the construction of which was funded 
from the state budget allocation to the Yerevan Municipality, and the adjacent land plot were donated to the Yerevan 
Municipality to be used to meet housing problems of a number of families. According to the Government Decree 
N 378-A, dated April 18 2010, a share of assets in the amount of 93526.3 thousand drams built in the framework of 
Rural Enterprise and Small-scale Commercial Development Loan Project was donated to the communities set out in 
the appendix to the above project document, and the expenses for rehabilitation of infrastructures were accrued to 
the balance value of community-owned structures. Agricultural machinery purchased in the framework of the same 
loan agreement (152 units of machinery at the value of 1559379.2 thousand drams) was donated to the communities 
in the appendix to the loan agreement, according to the Government Decree N1764-A, dated December 30 2010. 
Government Decree N804-N, dated June 6, 2010, donated assets to Yerevan community, Shahal village in Lori 
marz, Tsovagyugh in Gegharkunik marz, Masis urban community in Ararat marz, with the condition to hand over 
the donated assets to the private ownership by residents in the respective communities free of charge. According 
to the Government Decree N792-A, dated June 24, 2010, a state-owned hostel was donated to Vanadzor urban 
community. Decree N793-N of the same date a state-owned building and adjacent land were donated to Myasnikyan 
village in Armavir marz for use as the building of rural administration. Another Decree (N794-A of the same date) 
state-owned buildings were donated to the rural community of Lernagog in Armavir marz with the condition to hand 
those over to dwellers of hostels. Government Decree N1411-N, dated November 4 2010, donated state-owned land 
to the Gyumri Municipality. According to the Government Decree N1451-A, dated November 11 2010, the building 
of the former secondary school was donated to the rural community of Akunk in Kotayk marz. Government Decree 
N 1633-A, dated December 9 2010, donated assets to Abovyan and Byureghavan urban communities (residential 
and land stock) to be handed over to the ownership of families residing in these communities free of charge. Finally, 
according to the Government Decree N 1776-A, dated December 30 2010, assets were donated to Etchmiatsin urban 
community with the condition to gift it to a citizen.

97 According to the Government Decree N 1426-N, dated September 16 2010, 4.08 hectares of lands in Lori 
Berd community in Lori marz were donated to the Republic of Armenia with the objective to establish a historic 
and cultural reserved area. According to the Decree N1378-N, dated October 1 2010, Spitakavor church located in 
Ashtarak urban community has been handed over to the Armenian Apostolic Church free of charge. Government 
Decree N1573-N, dated December 2 2010, donated 7.95 hectares of land owned by Sisian urban community to the 
Republic of Armenia with the objective to construct a historic and cultural reserved area. In return, 8 hectares of 
state-owned land were donated to Sisian town free of charge. And, fi nally, the Government Decree N1778-N, dated 
December 23 2010, donated scattered pieces of property (mainly, these are bus-stops and adjacent areas) in a number 
of communities to the Republic of Armenia.

98 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Vayots Dzor marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N24/2 dated 
September 25 2010.

99 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies in 
Tavush marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N39/2 dated December 
27 2010.
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a number of shortcomings and infringements in the area of community property 
management, in particular, alienation, leasing and accounting. Cases are recorded 
when the requirements of a number of articles in the laws on Public Auctions and 
Assessment of Real Estate, Land Code and Civil Code were breached. In addition, 
cases were recorded when after the auctions alienation agreements with buyers were 
concluded with a 1-4 months of delay (Yeghegnadzor municipality). Other cases 
show that a mine was utilised without a leasing agreement with the community 
(Sevkar community), or the concluded agreement established lease payments, which 
had not been paid for two and even more years (Haghartsin community). Other 
fi ndings indicate lower than market rates were applied in charging rent payments 
for lands, as well as cases of direct sales. In Dilijan, for example, space belonging 
to a kindergarten has been donated to the Judicial Department of the Republic of 
Armenia, which is an infringement of the Clause 4, Article 30, Law on Pre-school 
Education (the Clause runs State- and/or community-owned buildings, which are 
pre-school educational establishments may be alienated for public or state needs 
only in exceptional cases and by law).

According to the annual report on actual land stock and its distribution for 2010 
(Land Balance report), as of July 1 2010 (Government Decree N1358-N, dated 
October 14 2010), out of total 2974.3 thousand hectares of land 1049.8 thousand 
hectares, or 35.3%, is community owned vs. 1042.92 hectares (or 35.06%) in 2009 
(536.9 thousand hectares owned by citizens, 23.9 thousand hectares owned by legal 
entities, 1363.6 thousand hectares owned by the state, and 0.1 hectares owned by 
foreign states and international organisations).

According to a number of government decrees, several land plots have been 
recognised exceptional state needs and alienation requirements were raised towards 
them, among those were lands owned by communities. More specifi cally, such land 
plots are situated in several communities of Armavir and Ararat marzes (renovation 
of drainage systems in the Ararat valley in the framework of Millennium Challenge 
Account-Armenia project; Government Decree N68-N, dated January 26 2010), 
Hovtashat community in Ararat marz (renovation of pump stations in the framework 
of Millennium Challenge Account-Armenia project; Government Decree N893-N, 
dated July 8 2010) and in Aragatsotn marz (road construction projects in the 
framework of North-South corridor project; Government Decree N931-N, dated 
May 27 2010).

According to the amendment introduced in the Land Code on December 21 
2010, community owned land plots may be allocated free of charge for social, 
charity, or investment projects, which have been agreed to by the government. As a 
result of this amendment the cases, when direct sales of community owned lands are 
possible, increased.

Replenishment of community property from the community budgets in 2010 
was made possible through capital spending or expenses incurred on non-fi nancial 
assets (See: Table 1). Expenses on non-fi nancial assets in 2010 totalled 24162.3 mln 
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drams, which is a large (approximately 2.6 times) increase compared to 2009 (9447.2 
mln drams). Predominant majority of these expenditures (99.8%) refl ect acquisition 
of fi xed assets (99.2% in 2009). The share of buildings and structures in the latter 
has further increased hitting 89.3% (78.7% in 2009) of total expenditures. In 2010 
not only in absolute but also in percentage terms expenditures for construction and 
capital renovation of buildings increased by 32.7% and 56.4%, respectively (27.9% 
and 50.6% in 2009). Share of expenditures incurred on acquisition of buildings and 
structures remains low, i.e. 0.2%. The share of machinery and equipment reduced 
more than twice from 2009, reaching 7.4% from 16.6%, although in quantitative 
terms certain increase has nevertheless been recorded.

Sales of community owned property to a certain extent replenishes fund item 
of community budget (See: Table 2), which, as in the preceding year, is refl ected 
through a negative sign in the expenditures of the community budgets. Compared to 
2009, infl ows from sales of non-fi nancial assets have almost doubled mainly due to 
sale of lands (2.4 times) and sale of fi xed assets (5.3 times).

Table 1: Expenditures on non-fi nancial assets of the communities in Armenia, 
2010 (mlnAMD)

Institutional setup of the community organisations

As of January 1 2011 there were 1584 organisations in Armenia, which were 
owned by communities100 (1417 as of January 1 2010), 436 of which (461 in 2009) 
are commercial legal entities with 100% of community shares; 222 (236 in 2009) 
commercial legal entities with both state and community founders and share in 

100 Source: Armenia: Socio-economic snapshot, January-December 2010, NSS web-site: www.armstat.am
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statutory capital; and 926 (720 in 2009) community non-commercial organisations. 
In 2010 the total number of community owned organisations increased by 167, 
with increasing restructuring of share-holding companies into non-commercial 
organisations.

Table 2: Revenues from sales of community owned non-fi nancial assets, 2010 
(mln drams)

Line Contents Amount
1 2 3

6000 Receipts from sales of non-fi nancial assets 17014.5

6100 Including:
Receipts from sales of fi xed assets 6365.3

6110 Including: Receipts from sales of real estate 4905.0
6130                  Receipts from sates of other fi xed assets 1458.5
6200 Receipts from sales of inventories 0.0
6300 Receipts from sales of high value assets 1.0
6400 Receipts from sales of non-produced assets 10648.2
6430 Including: Receipts from sales of land 10648.2

3.2. Community budget revenues3.2. Community budget revenues101101

All revenues and offi cial grants of community budgets in 2010 totalled 84933.8 
mln drams (See: Table 3) vs. 52582.4 mln drams in the previous year. Signifi cant 
share of this vast increase (32351.4 mln drams) from the indicator of 2009, namely 
21573.7 mln drams, refl ect allocations from the state budget for implementation of 
delegated powers (1001.5 mln drams in 2009). Another signifi cant factor, which 
had infl uence on such an increase in community budget revenues, is the increase of 
offi cial transfers from the state budget, which is 9660.9 mln drams.

One of the indicators characterising the level of genuine fi nancial independence 
of communities is the share of own revenues in total community budget revenues. In 
2010 allocations from the state budget for implementation of delegated powers were 
signifi cant compared to the previous years and refl ected 25.4% of total community 
budget revenues (1.9% in 2009); as a consequence of this reality own revenues of 
communities totalled 23805.7 mln drams, or 28.0% of total revenues (43.2% in 
2009). In quantitative terms certain increase in own revenues has nevertheless been 
recorded, but their share in total revenues (because of drastically increased allocations 
from the state budget for implementation of delegated powers) has further decreased, 
which points to the fact that the level of fi nancial independence of the Armenian 
communities is extremely low. As in the previous year, in 2010 the share of fund 
item of the community budget remains insignifi cant, i.e. 4.9%; at the same time, 
according the methodologies adopted in the previous years before 2009 this share 
accounted for 20.8% (in 2009 5.4% and 14.4%, respectively). In the years before 
2009 this indicator demonstrated increasing trends (24.2% in 2006; 26.9% in 2007; 
and 28.5% in 2008).

101 Source of data for community budgets is the offi cial web-site of the Ministry of Finance: www.mfe.am
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Property tax holds signifi cant share in total own revenues of community budgets. 
Funds assessed into budgets through property tax have somewhat increased, but in 
terms of shares it decreased to 13.3% (19.6% in 2009). Property tax from real estate 
totalled 10.0% in 2010; 16% in 2009 (including land tax, whereby both absolute and 
relative indicators decreased, i.e. 5.4% vs. 9.4% in 2009). Property taxes from means 
of transportation are 8.6% in 2010 and 13% in 2009.

Share of other revenues has signifi cantly increased hitting 31.1% (9.8% in 
2009). Main portion of these revenues refl ect allocations from state budget for 
implementation of delegated powers (21573.7 mln drams out of 26466.0 mln drams) 
with the predominant share of these pertaining to Yerevan, i.e. 20896.9 mln drams, 
or 96.9%.

Table 3: Revenues of community budgets in Armenia, 2010, (mln drams)

In 2010 no income sharing with communities was made from the national taxes 
(income tax, profi t tax). As for mandatory payments (environmental fees) it should 
be mentioned that according to the Law on Use of Environmental Fees Paid by 
Companies, Article 1, payments made by companies as environmental fees shall be 
shared with communities where the activity in question is implemented and causes 
environmental hazard and such payments shall be refl ected in individual line of the 
community budget.

 The list of communities and rates of shared revenues accrued to their recurrent 
and fund budgets for a year shall be established by the law on state budget for the 
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given year. Allocations made during the given budget year shall be made directly 
from the state budget and shaped into subventions. Such allocations shall be used in 
the relevant communities exclusively for implementation of environment protection 
projects. Such project shall be drafted by the head of municipality. Prior to approval 
of the project, priorities and fi nancial contributions shall be agreed with the state 
authorised agencies in the sectors of environment protection and health in accordance 
with the government procedures. The draft of the agreed project shall be submitted 
to the community council for approval, after which it is submitted to the authorised 
national authority in the area of fi nance. In 2010 the communities that received such 
subventions were Alaverdy (10.929 mln drams of recurrent subvention and 26.1 mln 
drams of capital subvention), and Kajaran (10.5 mln drams of recurrent subvention 
and 86.4 mln drams of capital subvention).

Quarterly share of community budget revenues, including own revenues by 
recurrent and fund budgets

In the course of the year fl ows of the community budget revenues are collected 
in a disproportionate manner and depend on many factors (See: Table 4).

Table 4: Flows of owns revenues of community budgets in 2010, by quarter and 
types (mln drams)

In 2010 infl ow of revenues into the budgets is disproportionate with the least 
revenues recorded in the quarter 1, with increasing amounts in the second and third 
and the largest share of revenues recorded in the quarter 4.



291

Table 5: Share of offi cial transfers in community budgets, 2010 (mln drams)

Amounts of offi cial transfers allocated to communities (See: Table 5) continued 
to increase reaching 39554.4 mln drams (29893.5 mln drams in 2009), but their 
shares in total revenues has somewhat decreased to 46.6% (56.8% in 2009). Financial 
equalisation subsidies have increased to reach 324221.8 mln drams (27491.0 mln 
drams in 2009).

Share of equalisation subsidies in total offi cial transfers decreased relative to 
2009 recording 82.0% vs. 92.0%. Share of capital subventions from the state budget 
has somewhat decreased and totalled 4.0% vs. 4.6% in 2009. 13.8% of offi cial 
transfers refl ect recurrent subventions allocated from the state budget.  Share of 
transfers into fund budget from other sources remains at the same level, which is 
almost zero.

Equalisation subsidies in 2010 have been allocated to communities in equal 
instalment throughout the quarters, namely 8105.45 mln drams per quarter. In 2010, 
very disproportionate were state budget allocations of subventions and by quarters 
these were 2.4%, 32.9%, 52.6% and 12.1%.
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Defi cit fi nancing or use of surplus

In 2010 surplus of community budgets totalled 2310.0 mln drams, and surplus 
is the excess of revenues over expenditures.

According to the Government Decree N38-A, dated January 21 2010, the 
privatisation receipts accrued to the community fund budget of Balahovit rural 
community of Kotayk marz have been channelled to capital renovation of community 
road network. Similarly, the Government Decree N790-A, dated June 24 2010, 
privatisation receipts accrued to the community fund budget, have been channelled 
to capital renovation of the road network of the community.

Financing delegated powers

According to the Article 106 of the Constitution, powers delegated to the 
communities are subject to mandatory fi nancing. In comparison with the previous 
years, 2010 recorded signifi cant increase in the amounts received by communities from 
the state budget as fi nancing of delegated powers, which is mainly preconditioned by 
granting a status of status of a community to Yerevan and handing over basic schools 
to the local self-governments entailing fi nancing of this function as a delegated 
power. Thus, communities received 21573.7 mln drams in 2010 (1001.5 mln drams 
in 2009), of which 20896.9 mln drams was allocated to Yerevan. In total, fi nancing 
of delegated powers refl ects 25.4% of total revenues of community budgets (1.9% 
in 2009).

On February 25 2010 a Government Decree was issued (N172-N), which 
established normative benchmarks of fi nancing a delegated power of managing 
territorial offi ces of social security in Yerevan, Gyumri, Vanadzor, Ararat and Jermuk 
urban communities. On February 18 2010 another Government Decree (N134-N) 
established normative benchmarks of fi nancing a delegated power of managing civil 
status registration function. Normative benchmarks established by these decrees 
defi ne values of expenditures for the heads and specialists with territorial offi ces of 
social security (for only a couple of urban communities), and civil status registration. 
A delegated power is also the post of veterinary in the staff of municipalities. Rate 
of remuneration for this position is defi ned on a basis of annual trilateral contract 
(community, veterinary and the Ministry of Agriculture).

3.3. Community development plan and budgeting3.3. Community development plan and budgeting

As in the previous years, 2001 has not seen the role of four-year community 
development plans increased. In the case of community budgets the law requires 
heads of communities to discuss and approve community budgets on a yearly basis, 
as well as present quarterly and annual reports on execution of the budgets, which 
entails mandatory performance of this requirement by the communities; nevertheless, 
in the case of four-year community development plans, a document once designed 
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(usually after the election of the head of municipality) remains unchanged for years as 
a fi ctitious document, and when drafting the community budget the existence of such 
a document does not play any role. Moreover, there is no legislative requirement or 
provision on presenting execution reports in respect of the community development 
plan. With the objective to enhance the role of this document, the law should stipulate 
a requirement to the head of municipality to make presentations of annual execution 
of the community development plan to the community council seeking the approval 
of the latter.

 
Budget process

Budget process did not undergo any changes or modifi cations in 2010. In reality, 
only those steps in the budget process are respected where a clear supervision has 
been instituted. Moreover, in the circumstances of a civil society far from being fully 
fl edged, the monitoring role of civil society is primarily neglected, and shortcomings 
in budgeting more frequently take place in securing publicity of the overall process. 
Heads of municipalities are most of the time inclined to take decisions on their own 
hence are reluctant to inform even the members of community councils about their 
actions. In such circumstances it is diffi cult to imagine that population might be 
genuinely engaged in budget process.

    
Addressing problems arising between the community councils and head of 

municipality

No positive developments were observed in the interrelations between heads 
of communities and members of community councils in 2010. The widespread 
stereotype in perception of the community councils as inaccessible and incompetent 
units continues to gain weight among the population. Despite the fact that legislation 
provides quite a large scope of roles to the community council, the role of this 
institution is extremely downplayed, and even the term “community council” itself 
is used wrongly (people call a member of the community council a council). In most 
of the communities, the community council is not a serious counter-weight to the 
head of municipality whatsoever, and the latter would oftentimes keep members of 
community councils far from important decision-making, avoid providing full or 
timely information on community matters by not securing proper working conditions 
for them and in many other ways. The games, in which community councils are 
involved, such as budget approval and approval of changes in the budget, alienation 
of assets and decisions on renting out community property et cetera, are played by the 
community council as if through inertia, mechanically almost always unanimously 
approving everything submitted by the head of municipality.
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3.4. 3.4. Debt managementDebt management

Provision of bank loans, budget credits to local self-government bodies and 
issue of municipal bonds

 
In 2010 local self-government bodies in Armenia did not receive loans either 

from the state budget or from the commercial banks. They have not received budget 
credits or lending from other municipalities, either.

In lack of law on legislation to regulate issue and allocation of community bonds 
no such bonds were issued in 2010.

3.5. Financial reporting3.5. Financial reporting

The legislation establishes clear regulations and timelines for presentation of 
statements and communications about execution of municipal budgets.

In some, particularly rural communities, infringements of established deadlines 
are sometimes observed and this is true both for presentation of messages on 
execution of quarterly budgets and annual budget execution reports. There are also 
cases, when instead of making a presentation of quarterly messages on progress in 
budget execution and their approval by community councils, reports on quarterly 
execution of community budgets are approved submitted to the community councils 
for approval. In many communities annual reports on budget executions are submitted 
to the community councils without conclusions or fi ndings of an audit performed by 
a professional organisation. There are cases of failure to public reports and even the 
budgets per se.

Internal and external audit

Supervision over community budget execution is implemented by the community 
council, which is entitled to perform checks and controls of any budget transaction, 
effi ciency and quality of the works done, require reports and statements on incurred 
expenditures. Unfortunately, more widespread becomes the practice of external 
supervision over the activities of the community administration neglecting the 
supervisory role of the community council, which essentially means that the factor 
of public participation in local self-government is ruled out. Certainly, members of 
community councils are to blame in these circumstances, but not only them.

On December 22 2010 the law on Internal audit was promulgated, and it establishes 
the principles, nature, scope and system of internal audit with the organisations in 
the public sector domain. According to the Article 5 of this law, internal audit in the 
communities of Armenia shall be operated under the head of municipality.

Not all the communities conduct internal audit and even fewer is their number 
among rural communities, many of which do not even have a position of an auditor.
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Even smaller is the number of communities, which implement external audit 
mainly because of insuffi cient fi nancial capacity.

In 2010 Chamber of Audit implemented surveys of functions performed by 
local self-government bodies in the area of securing budget revenues, use of budget 
resources, management and use of municipal assets. These surveys were implemented 
in several communities of Vayots Dzor and Tavush marzes102. 

Supervision over powers of local self-government bodies

According to the resolution N34-A of the Deputy Prime Minister, dated 
February 23 2010, On Approval of the 2010 Work plan of Administrative Supervision, 
supervisory site visits were held in all ten marzes of the republic; more specifi cally, 
26 communities in Aragatsotn, 12 in Ararat, 10 in Armavir, 26 in Gegharkunik, 22 
in Lori, 21 in Kotayk, 47 in Shirak, 14 in Syunik, 10 in Vayots Dzor and 22 in 
Tavush103.

4. Relevance of powers of local self-government bodies and financial 4. Relevance of powers of local self-government bodies and financial 
resourcesresources

4.1. Changes in the scope of powers of the local self-government bodies4.1. Changes in the scope of powers of the local self-government bodies

In 2010 main legislative changes expanding powers of LSGs were made in respect 
of local taxes. As a result of these changes, the delegated powers of administering 
property and land taxes transformed into mandatory, and new local taxes were 
instituted (See: Clause 1.1 of this report). However, like in the previous years, in 
2010 no law was promulgated to establish rules of procedures for implementation of 
mandatory and delegated powers as a consequence of which the issue of assessing 
the relevance of powers and fi nancial resources available to the communities still 
remains pending and complicated.

The above changes are refl ected in the legislative package on local taxes, in 
particular, in the law on Introduction of Amendments in the Law on Local Self-
government (LA-52-N), according to which:

Clause 18 of the powers of the community council (Article 16) has been 
reformulated as follows:

102 Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies 
in Vayots Dzor marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N24/2 dated 
September 25 2010.

Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets in local self-government bodies in 
Tavush marz, Appendix to the Decision of the Council of the Chamber of Audit of Armenia N39/2 dated December 
27 2010.

103 www.region.am:  (Programmes: Administrative supervision: 2010 Administrative supervision; results of 
administrative and fi nancial supervision implemented in the marzes of Armenia).
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18) in cases established by legislation, institute local taxes, duties and fees, 
their types and rates;

Clause 2 of the mandatory powers of the head of municipality in the area of 
fi nance (Article 34) has been superseded by three new mandatory powers:

2) submit legitimate draft decisions on local taxes, duties and fees within the 
limits of types and rates established by legislation to the community council for 
approval;

2.1) organise legitimate collection and supervision of local taxes, duties and 
fees, as well as rentals for leasing of community and property located within the 
administrative boundaries of the community; and

2.2) apply adequate measures to delinquent payers of taxes, duties and fees as 
established by legislation.

Another amendment (September 16 2010) in the Law on Local Self-government 
reads that in the area of protection of physical persons and economic agents the 
following power has been added to the list of delegated powers of the head of 
municipality (Article 33. Part 2):

3.1) undertake measures to identify cases of failure to register births of 
children in community and securing their state registration, as well as make written 
announcement about the birth of a child in the cases and according to the procedures 
established by legislation.

The law LA-124-N on Local Self-government in Yerevan adopted on the same 
date as above, assigns the same power in the area of protection of physical persons 
and economic agents and to the manager of administrative district of Yerevan (Article 
92, Part 1, Clause 5).

Analysing distribution of powers among state and local levels of governance 
(See: Table 6) and comparing these with the situation in Eastern European and Baltic 
states104 it can be mentioned that the degree of decentralisation of powers in Armenia 
as of January 1 2011 may not be considered satisfactory by any stretch of imagination 
because in 2010 powers of LSGs in any of sector of activity was not expanded. It 
this is in a situation when the need for more effi cient ratio of public service delivery, 
decentralisation and centralisation has matured for a long period of time now.

4.2. Assessment of compatibility indicators of powers and financial 4.2. Assessment of compatibility indicators of powers and financial 
resources of local self-government bodiesresources of local self-government bodies

Comprehensive and effi cient implementation of powers assigned to LSGs is 
largely dependent upon the way the national budget legislation secures sources 
and volumes of available fi nancing. In 2010, like before, no steps were taken in 
Armenia towards designing methodologies and procedures of estimating costs of 
implementing LSGs powers and casting them into legislation.

104 Local Self-government Reforms in Armenia (2004-2006), Book 2. Edit. D. Toumanyan; Noyan Tapan, 
Yerevan, 2008

Local Self-government Reforms in Armenia (2007-2008), Book 3. Edit. D. Toumanyan; Noyan Tapan, Yerevan, 
2009

Local Self-government Reforms in Armenia (2009), edit. D. Toumanyan
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It was the fi rst time that the process of design and approval of unifi ed budget 
(instead of the separate budgets of the former municipality and 12 neighbourhood 
districts) for Yerevan community was held in 2010 in the framework of 2010 overall 
budget process. As a result, starting from 2010, unifi ed budget indicators for Yerevan 
community will be accounted, for, incorporated and summarised by the relevant 
authorised government agency as part of budget indicators for all the communities. 
This is the main reason why budget indicators attributed to all communities in the 
country in 2010 are signifi cantly higher than the values recorded for the previous 
years, which makes it more complicated to perform analysis and comparison of the 
direct changes in the indicators.

Table 6: Powers of LSGs by individual types and sectors (as of January 1 2011)

*) Formulations of powers of the local self-government bodies set out in the Local Self-
government vary from those stipulated in the Law on Local Self-government Yerevan. In cases when 
the formulations are not much different, those are stipulated in brackets; otherwise they are formulated 
as individual spheres.

Based on international experiences in the assessments of correspondence 
between the powers of LSGs and available fi nancial resources, the Community 
Finance Offi cers Association NGO formerly picked out concrete fi nancial indicators, 
which refl ect suffi ciency of resources and provide for necessary assessments. These 
indicators had already been assessed for 2004-2008 upon completion of each 
subsequent budget year105. Below are the results of assessment of the same indicators 
for the reported year of 2010.

105 See: Local Self-government Reforms in Armenia (2004-2006), Book 2. Edit. D. Toumanyan; Noyan Tapan, 
Yerevan, 2008, pages 62-85

Local Self-government Reforms in Armenia (2007-2008), Book 3. Edit. D. Toumanyan; Noyan Tapan, Yerevan, 
2009, pages 26-31, 95-99

Local Self-government Reforms in Armenia (2009), edit. D. Toumanyan
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Shares of expenditures of local budgets in total public spending and gross 
domestic product (GDP) refl ect the degree of decentralisation in the country in 
question106. In 2007 average value of these indicators recorded in local budgets 
(budgets of all levels of local self-government) in European countries in total budget 
spending was 33.9% and 15.5% in GDP107.

Share of total community budgets in the revenues of consolidated budget of 
Armenia for 2010 was 10.6%, and 8.5% in the total expenditures (See: Appendix 
1). Quite a signifi cant difference between the two indicators for revenues and 
expenditures is explained by the large defi cit gap of the 2010 state budget (173.9 
bln drams). Despite the fact that relative to the previous years, these indicators have 
signifi cantly increased, which is a consequence of incorporating unifi ed budget of 
Yerevan municipality in the total structure of community budgets, nevertheless, 
Armenia is well behind EU countries. In the case of these indicators Armenia is in 
the line with Greece, Cyprus and Malta.

Comparison of Armenia with European countries is of even more concern when 
share of community budget in the GDP is reviewed. In 2004-2009 in Armenia this 
indicator fl uctuated between 1.3 and 1.7%, and in 2010 it reached 2.4% (annual 
nominal GDP is 3501.6 bln drams), which is equally incomparable with the indicators 
of European countries.

Thus it can be mentioned that the degree of decentralisation of authority in 
Armenia is signifi cantly lower than that in the European countries.

Actual execution of revenues and expenditures vs. the planned values are 
only slightly higher than vs. the adjusted plans (See: Table 2). In case of revenues, 
community budget execution in 2010 totalled 95.8% vs. the annual plan and 95.6% 
vs. the annual adjusted plan. In case of expenditures, execution of community 
budgets in 2010 was 88.7% vs. the annual plan and 86.7% vs. the adjusted plan. 
This is explained by the fact that there are still pending issues in the communities 
associated with accuracy of projecting revenues and expenditures of community 
budgets. In the beginning of the year communities are more cautious towards their 
projects and fail to accurately estimate revenues and expenditures resources of their 
budgets. Sometimes, though, this is done on purpose with the objective to artifi cially 
secure higher rates of budget execution as if a priori protecting against under-
execution. At later stages during the year further to adjustment of planned values of 
revenues and expenditures, communities encounter certain diffi culties in collecting 
already adjusted levels of revenues and securing relatively higher rates of budget 
execution.

Approved and adjusted revenues and expenditures of Yerevan municipality for 
2010 were executed at 93.7%; in case of expenditures the indicators were 90.6% 
and 88.3%, respectively (See: Table 7). Indeed, execution rates of Yerevan budget 
revenues are slightly lower than shares of total revenues and expenditures of all the 
communities in the country.

106 Methodology for estimating public expenditures varies from country to country. In some countries there are 
extra-budgetary state funds, expenditures of which are also included in total public expenditures. In case of Armenia, 
public expenditures denote expenditures of the consolidated budget, and GDP denotes nominal GDP.

107 Source: Sub-national public fi nance in the European Union, Dexia, December 2008.
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Table 7: Annual approved and adjusted plans of total revenues, expenditures and 
defi cit/surplus of communities and actual execution in 2010 (thousand drams)

Comparison of the actual execution of revenues and expenditures of community 
budgets in 2010 with the respective indicators for 2009 leads to a conclusion that 
execution rates of revenues in 2010 (95.8% and 95.6%) have slightly decreased vs. 
these indicators for 2009 (97.4% and 06.7%), the execution rates of expenditures 
have, in opposite, slightly increased (86.7% and 85.8%).  Both in 2009 and 2010 the 
communities planned the year in defi cit in general (approximately 3 bln and 4.5 bln, 
respectively), but executed the budgets in surplus (3.2 bln drams and 2.3 bln drams, 
respectively).

Relatively important indicators of fi nancial suffi ciency of the communities are 
also per capita revenues and expenditures of the municipal residents. Per capita 
actual revenues of municipal budgets in Armenian drams has signifi cantly increased 
from year to year in absolute terms (See: Table 8, Diagram 1) from 8,442.0 drams 
(approximately 16 USD) in 2004 to 26,138.0 drams (approximately 70 USD) in 
2010. Actual per capita expenditures of community budgets increased from 8,111.0 
drams (approximately 15 USD) in 2004 to 25,427.0 drams (approximately 68 USD) 
in 2010. Such a radical increase in these indicators is mainly preconditioned by 
incorporation of budget indicators for Yerevan municipality in the relevant set of 
indicators for all communities. Nevertheless, taking into consideration the infl ation 
persisting in the country throughout the recent years, it should be mentioned that the 
volume of per capita expenditures in delivering public services has hardly changed 
over the years and has not had any positive impact on overall living standards of 
population.
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Table 8: Per capita revenues and expenditures of community budgets of Armenia 
in 2004-2009 (in drams, with and without infl ation, and in US dollars)

*) Sources: www.armstat.am and www.minfi n.am 

Diagram 1: Per capita revenues and expenditures of community budgets 
of Armenia in 2004-2010 (in drams, with and without infl ation, and in US 
dollars)
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A separate group of indicators is construed from relative indicators describing 
expenditures of community budgets incurred on delivery of public services, or, in 
other words, fi nancial provision against legitimate powers of LSGs by sectors, or 
community expenditures according to functional classifi cation of budget expenditures 
(See: Table 9).

In comparison with the previous years, the share of expenditures in the area 
of general public services in total community budget expenditures has signifi cantly 
decreased reaching as low as 25.1% (25.3% in 2007; 26.3% in 2008; and 36.9% in 
2009). This is primarily a consequence of the light impact of smaller share of this 
type of expenditure in total Yerevan budget expenditures (10.1%).

The share of education expenditures in total spending of community budgets 
in 2010 – relative to the previous years – has signifi cantly increased (i.e. 35.4% 
in general education, including 10.5% pre-school education, elementary general 
education 6.2%, secondary general education 11.7%, extra-curricular training 
4.9%, and other education 2.1%), which is mainly a consequence of incorporating 
education expenditures (basic and secondary general, as well as extra-curricular and 
other education) in the Yerevan municipality budget as fi nancial provision against 
the delegated power. These indicators were not refl ected in the summary values of 
indicators for all communities in the countries in the previous reported periods. Share 
of education expenditures in total spending of Yerevan municipal budget (including 
pre-school and other education) in 2010 totalled 44.2%.

Shares of community budget allocations to other social sectors somewhat 
decreased from the values of the previous year, namely, 6.3% in recreation, culture 
and religion; 2.6% in social protection; and 0.4% in health. These indicators in the 
Yerevan budget for 2010 totalled 3.1%, 1.1% and 0.6%, respectively.

Yerevan budget has had signifi cant impact on the shares of public services of 
economic nature in total expenditures of Armenian communities in 2010. More 
specifi cally, these indicators have drastically increased (7.9%) in sectors like 
economic relations (0.5% in 2009), 26.4% transport (8.4% in 2009), residential 
construction and communal utilities, including residential construction, water 
supply, external illumination, community development et cetera, 11.8% (8.8% in 
2009). Expenditures in these sectors in Yerevan municipality totalled 14.5%, 37.7% 
and 14.5%, respectively.

At the same time, the share of expenditures on public services (trash removal, 
removal of waste water, mitigating environmental pollution et cetera) in the area 
of environment protection in total expenditures of community budgets in Armenia 
decreased in 2010 down to 9.3% from 13.0% in 2009; in Yerevan it totalled 10.4% 
(22.5% in 2009). Shares of trash removal spending in all communities of Armenia 
and Yerevan totalled 6.5% (9.6% in 2009) and 6.9% (16.9% in 2009), respectively.

One of the indicators of correlation between the powers of LSGs and available 
fi nancial resources is the existence of unfunded or partially funded powers. Because 
of scarcity of fi nancial resources (among other reasons), predominant majority of 
communities in Armenia (especially, rural and small urban communities) are not 
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in a position to implement the powers assigned to them by law. At the same time, 
there are powers, which are not implemented in the communities whatsoever (in 
particular, these include trash removal, green planting, and removal of waste water 
in the area of environment protection and in other public services).

Table 9: Expenditures of community budgets of Armenia in 2009, according to the 
functional classifi cation of budget expenditures

*) Excluding allocations from the reserve fund of the administrative budget to the fund budget, 
which total 2,464,336.4 thousand drams in community budgets, and 1,000,000.0 thousand drams in 
Yerevan budget

A picture of correlation between the types of community budget revenues 
(recurrent and capital/non-fi nancial assets) is drawn by observing expenditures 
according to economic classifi cation of expenditures. In 2010, share of capital 
expenditures in total spending of communities in Armenia was 8.7%; however, 
taking into consideration the capital expenditures made at the expense of sales of 
non-fi nancial assets (17,014,498.3 thousand drams), the share of capital expenditures 
in total spending (99,638,308.5 thousand drams) will make 24.3% (See: Table 10).
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Table 10: Budgets of communities and Yerevan in 2010, according to economic 
classifi cation of budget expenditures 

*) Excluding allocations from the reserve fund of the administrative budget to the capital budget

Observing ratio of recurrent and capital expenditures in total spending of 
the community budgets of Armenia for a longer time series, i.e. 2004-2010 (See: 
Diagram 2), a picture emerges according to which the share of capital expenditures 
in total spending in 2004-2007 increased from 17.6% to 33.8% (almost doubled), 
but in 2007-2009 it again diminished reaching 19.2%; fi nally, in 2010 it again 
increased to 24.3%. Increase in the share of capital expenditures in total spending 
of communities is mainly preconditioned by incorporation of capital expenditures 
incurred at the expense of receipts from alienation of Yerevan owned assets and land 
in total expenditures of communities in the republic.
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Diagram 2: Recurrent and capital expenditures of communities in 2004-
2010

 Different is the ratio of recurrent and capital expenditures in the case of 2010 
budget of Yerevan municipality. In the previous periods the predominant share of 
expenditures both at Yerevan and neighbourhood district levels used to be recurrent 
with the values of capital spending quite modest; the 2010 budget of Yerevan saw 
municipal capital expenditures at 8.7% vs. 91.3% of recurrent. However, if we take 
into consideration expenditures funded from receipts generated on sales of non-
fi nancial assets (11,534,766.4 thousand drams), then the share of capital expenditures 
in total spending (59,424,831.6 thousand drams) of the capital city is 26.1% (See: 
Table 10, Diagram 3).

Diagram 3: Recurrent and capital expenditures of former neighbourhood 
districts in 2004-2009 and Yerevan municipality in 201, %

One of the important indicators describing effi cient operations of the communities 
is the two-fold rate of remuneration, which includes salaries and mandatory social 
contributions grouped in accordance with the economic classifi cation of budget 
expenditures.
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In the reported year, shares of actual expenditures incurred on salaries and 
incremental payments of all communities, staff of subordinate budget and non-
commercial organisations totalled 17.8%; share of mandatory social contributions 
accounted for 3.6%; and the sum of the two types of expenditures in total spending 
was 21.4% (Table 5). Comparison of these indicators with those for 2004-2009 
(26.7%, 28.4% and 37.3%, respectively) shows substantial reduction of their values 
over the years.

This indicators has been growing in 2007-2009 in consolidated Yerevan municipal 
budget as well (18.3%, 20.5% and 21.0%); however, it drastically decreased in 2010 
budget down to only 6.9%, including 5.9% of salaries and incremental payments, 
and mandatory social contributions of 1.0% (See: Table 10).

Thus, in 2010 this indicator holds higher values in all communities of Armenia 
than in Yerevan, which is a result of two major factors, i.e. infl ated staffi ng of 
municipal administrations and low, inadequate revenues of community budgets. 
On the other hand, it should be mentioned that the salaries in municipal servants 
and other community staff are very low compared with civil servants, for example. 
Nevertheless, it is imperative to undertake redundancy measures at municipal level 
and expand sources of revenues for community budgets accompanied with increase 
of actual collection rates, which would enable reshuffl ing resources retained from 
reduction of salaries and mandatory social contributions towards meeting expenditure 
needs in other sectors.

In the status of employers the LSGs and municipal organisations will have to 
submit quarterly and annual reports to the State Labour Inspection in accordance 
with the government procedures indicating the number of positions, salaries (by 
positions), injuries and disease incidences.

At the same time, it is necessary to secure full implementation of the provisions 
set out in the Chapter 71 of the Law on Local Self-government, according to which the 
government agencies authorised to implement legal and technical supervision over 
the operations of LSGs are the regional governors in the marzes, and the Ministry 
of Territorial Administration in Yerevan. To this end, the measures undertaken in 
the framework of implementing administrative supervision should be established 
exclusively by legislation.

5. Formation and operations of LSGs, local democracy5. Formation and operations of LSGs, local democracy

5.1. Formation and operations of LSGs5.1. Formation and operations of LSGs

In 2010 107 elections of heads of municipalities and 94 elections of community 
councils were held in the marzes of Armenia (See: Table 11). It is interesting to 
mention that only three of 107 elections were held in urban communities (Metsamor, 
Goris and Jermuk), and community council elections were held only in rural 
communities.
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Elections of heads of municipalities in 2010 were not characterised by any 
particular competition. The maximum candidates running for the post was 7 in only 
one community. In six communities four candidates ran the campaign, and only 
2 in 40 communities, while in the remaining 53 communities (which is 50% of 
communities where elections were held) only 1 candidate was registered. It should 
be mentioned that, as before, the lowest competition in running for the post of the 
head of municipality was observed in Kotayk marz, and the highest was in Armavir, 
where in Shenavan community seven candidates were competing to get hold of the 
post.

Table 11: Number of election campaigns by marzes, 2010108

According to the information published on the offi cial web-site of the Central 
Electoral Commission, predominant majority of people elected into the post of heads 
of municipalities both in 2009 and 2010 were either members of Armenian Republican 
Party or people with no political party affi liation (See: Table 12). However, in contrast 
to the previous year, in 2010 the largest numbers of both winners and runners were 
from the Republican Part of Armenia (51% and 59%, respectively).

Table 12: Political party affi liation of the runners and winners, heads of 
municipalities in 2010109

Political parties Runners Elected
Republican party of Armenia 95 63
No political affi liation 64 28
Prosperous Armenia party 15 10
Armenian revolutionary federation 5 5
Lawful country 3 1
Democracy and Employment Party 2 -
National democratic union 1 -
Total 185 107

108 Source: www.elections.am
109 Source: www.elections.am 
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Analysis of political affi liation of candidates running the elections to community 
councils in 2010 shows that the majority of runners (62%) were not members of any 
political party, which repeats the situation of 2009 (See: Table 13).

Table 13: Political party affi liation of the runners and winners of seats in the 
community councils in the marzes, 2010110

Political parties Number of runners
No political affi liation 385
Republican Party of Armenia 164
Prosperous Armenia party 41
Armenian revolutionary federation 12
Lawful country 9
Other parties 6
Total 617

The Law on Introduction of Amendments in the Electoral Code of Armenia 
(June 8 2010) established three amendments, one of which is directly associated with 
local elections. In particular, Article 127 establishing the safeguards for operations of 
candidates running for posts of the head of municipality and community council was 
rescinded: “Runners for the posts of head of municipality or members of community 
council may be arrested at the agreement of the precinct electoral commission. The 
commission shall take fi nal decision on this issue at the minimum of 2/3 of the votes 
of the members of such commission”.

According to the government decrees, there were 11 cases of premature 
suspension of the powers of heads of municipalities in the marzes in 2010. Causes 
for suspension of powers include death (8 cases) and resignation (3 cases).

In 2010 the Mayor of Yerevan was also dismissed as he submitted his letter of 
resignation. The new Mayor elected at the session of the Yerevan community council 
is also a member of the Armenian Republican Party.

No cases of premature dismissal of members of community councils were 
registered in 2010, and there were no cases of dismissal of heads of municipalities 
either.

Decisions of local self-government bodies

As in the two preceding years, the information of the Ministry of Justice on 
the results on state expertise in respect of normative legal acts issued by local self-
government bodies was not published in the annual report of the Ministry.

The number of LSGs decision submitted to regional governors in 2010 was 
21339. Community council in only 1 community in Armavir marz failed to submit 
its decisions to the marzpetarans. Regional governors have not applied to court to 
rescind decisions of community councils. The highest incidence of incompliance of 
the decisions to the laws and other legal acts was in Shirak marz (38.6%), and the 
lowest in Syunik (1.4%) (See: Appendix 2)111. 

110 Source: www.elections.am 
111 Source: www.region.am 
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In 2010 the Ministry of Territorial Administration implemented legal supervision 
in respect of 120 decisions of the Yerevan community council112.

Overall, it can be mentioned that community councils are not yet active in taking 
decision across the country.

In 2010 “It’s your choice” NGO produced results of observations and rating 
of the activity of community councils in terms of their participation in municipal 
governance processes (the ratings are given within a scale of 5 scores, where 5 
means “excellent”, and 1 means “very bad”). Average value of this rating113 varies 
over quarters between 3.10 and 3.29. Marz distribution of the ratings indicates that 
the highest annual value is recorded in Syunik (3.61) and the lowest in Tavush (2.90) 
(See: Table 14).

Table 14: Rating of participation and activity of community councils in the 
process of municipal governance114

N Marz
Average scoring

January-March April-June July-
September

October-
December

1 Aragatsotn 3,41 Score 3,55 Score 3,18 Score 3,06 Score

2 Ararat 3,24 Score 3,06 Score 2,73 Score 2,99 Score

3 Armavir 3,38 Score 3,34 Score 3,11 Score 3,38 Score

4 Gegharkunik 3,26 Score 3,22 Score 3,11 Score 3,25 Score

5 Lori 3,57 Score 3,33 Score 3,26 Score 3,09 Score

6 Kotayk 3,27 Score 3,27 Score 3,37 Score 3,25 Score

7 Shirak 3,37 Score 3,30 Score 2,96 Score 3,01 Score

8 Syunik 3,77 Score 3,43 Score 3,58 Score 3,65 Score

9 Vayots Dzor 2,74 Score 2,95 Score 2,87 Score 3,33 Score

10 Tavush 2,89 Score 2,68 Score 2,84 Score 3,19 Score
As in the previous years, in 2010 there were no local referenda held in 

Armenia.

112 Source: Ministry of Territorial Administration, 2010 annual performance report.
113 In order to generate these assessments 10 communities were selected from 10 marzes hence total number of 

communities is 100.
114 Source: www.iyc.am, Information Bulletin N2 of “It’s your choice” NGO on the results of observations and 

rating of activities of communities implemented in January-June 2010; Information Bulletin N3 of “It’s your choice” 
NGO on the results of observations and rating of activities of communities implemented in July-December 2010.
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5.2. Local democracy5.2. Local democracy

Participation of civil society organisations in local self-government

As of January 1 2011 the number of non-government organisations in Armenia 
was 3499, that of political parties 74, trade unions 799 and mass media 1153115. 
There is no offi cial data on territorial distribution of these organisations. Among the 
non-government organisations operating in the area of local self-government the 
most active were Community Finance Offi cers Association (CFOA), Association of 
Community Councils (ACCC), and Information Systems Development and Training 
Centre.

On March 2010, Armenia signed the Additional Protocol of the European Charter 
of Local Self-Government on the right of participation116, and ratifi cation of this 
document will oblige Armenia to introduce additions to the existing legislation and 
establish the provision and mechanism of civil participation in local self-government 
in the country.

Perception of local self-government bodies among population

There is an extremely limited number of surveys of perceptions among 
population as to the activities of LSGs and whatever exists is very limited in its 
territorial coverage.

In 2010 survey of effi ciency of LSGs operations was undertaken among the 
population of Spitak community. 12 and 4 out of total 100 respondents assessed 
activities of the head of municipality and the community council effi cient, respectively. 
42% of the respondents assessed activities of the head of municipality as satisfactory, 
and 21% as unsatisfactory. 32% and 38% of the respondents assessed operations of 
the community council as satisfactory and unsatisfactory, respectively117.

In general, an expert assessment indicates that the population is not of very high 
opinion about the activities of LSGs.

Gender distribution in local self-government bodies and staff 

Representation of women in LSGs has hardly changed from the previous periods. 
According to offi cial statistical data, there was no single woman head of urban 
municipality in 2009; while in rural communities there were only 24 women heads 
of municipalities (2.8%). As for members of community councils, share of women 
in urban municipalities was 3.6%, and in rural municipalities 6.4% in 2009. Actually, 
according to average annual data for 2008, only 2.5% of heads of municipalities and 
6.7% of members of community councils in the marzes were women (See: Tables 
15 and 16).

115 Source: www.armstat.am
116 Source: www.cfoa.am
117 Source: Report of the Project on enhancing public awareness about activities of local self-government bodies 

in Spitak community, Spitak Helsinki Group, Human Rights Protection NGO, Spitak 2010.
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Table 15: Gender distribution of heads, community councils and staff of urban 
communities, 2009118

Table 16: Gender distribution of heads, community councils and staff of rural 
municipalities, 2009119

Observations of 2010 elections show that the share of women elected as heads 
of municipalities is 4.7% and in runners for members of community councils is 13% 
(See: Table 17).

118 Women and Men in Armenia, information bulletin, National Statistical Service of Armenia, Yerevan 2010.
119 Women and Men in Armenia, information bulletin, National Statistical Service of Armenia, Yerevan 2010.
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Table 17: Gender distribution of runners and winners of campaigns for heads of 
municipalities and community councils in 2010, by marzes120

There is hardly any gender inequality in the staffi ng of municipalities like in 
previous years. In 2009 45.0% of staff members in urban municipalities were women 
and 48.3% in rural municipalities. Overall, in 2009 45.9% of municipal staff in 2010 
was women (See: Tables 15 and 16).

The situation in Yerevan municipality is not much different from the overall 
picture with hardly any gender equality observed. In 2009 45.1% of the municipal 
staff was women, and 47.3% of the staff in the administrative districts was also 
women. There is not a single woman in managerial posts whatsoever (See: Table 18). 
The total number of the Yerevan community council members is 52 and only fi ve of 
them are women121.

Table 18: Gender distribution of staff in Yerevan municipality and administrative 
districts, 2009122

Position Women Men
Yerevan Mayor - 1
Deputy mayors of Yerevan municipality - 3
Chief of staff of Yerevan municipality - 1
Staff of Yerevan municipality 147 179
Managers of administrative districts - 12
Deputy managers of administrative districts - 18
Staff of administrative districts 622 692

Accessibility of information on activities of local self-government bodies

Creation and maintenance of offi cial web-sites in the communities of Armenia, 
as a tool to secure publicity about operations of local self-government bodies, is 
very limited in the country. According to offi cial data, the number of communities 

120 Source: www.elections.am
121 Source: www.yerevan.am
122 Women and Men in Armenia, information bulletin, National Statistical Service of Armenia, Yerevan 2010.
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maintaining offi cial web-sites slightly increased from the indicator of 2009 and 
reached 34 by the end of 2010123. However, surveys reveal that web-sites in only 
22 communities actually operate124 (See: Table 19). In other words, not all the web-
sites cited in the offi cial statistics are operational (for example: www.abovyan.am, 
et cetera), and in addition, not all the operational web-sites have been refl ected in 
the offi cial statistics (for example: www.vayk.am; www.sisian.am; www.jermuk.am 
et cetera). Only limited number of these sites suggests information about activities 
of the relevant LSGs, such as decisions of the head of municipality and community 
council, et cetera. In many cases the web-sites are for the sake of existence per se.

Table 19: Internet web-sites of the communities in Armenia

123 Source: www.region.am, Summary information on the means of public awareness available in the communities 
of the republic (as of January 1 2011)

124 As of February 9 2011
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Another means to secure publicity of LSGs operations is the installation 
of billboards in visible locations of the community. Most of the communities in 
Armenia, namely 893125 have those billboards. However, it should be mentioned that 
these means do not often serve their intended purpose.

In 2010 Freedom of Information Centre NGO continued implementation of the 
USAID supported Access to Information for Community Involvement” Project126 
to deliver training modules. 128 municipal servants from various marzes and 30 
representatives of administrative districts of Yerevan participated in the training 
courses. In addition, it is planned that Information Freedom Informal Centre would 
train additional 400 municipal servants127.

In 2010 again “It’s your choice” NGO made an assessment128 of transparency 
of decision-making by heads of municipalities and community councils, as well as 
publicity of LSGs operations. The average republican value of this assessment is 
3.09 with quarterly fl uctuations between 3.00 (third quarter) and 3.17 (fi rst quarter) 
(See: Table 20). Or, in other words, transparency of decision-making by heads of 
municipalities and community councils, as well as publicity of LSGs operations is 
assessed only satisfactory. Observation of the situation by marzes shows that this 
assessment is the lowest in Kotayk marz (average annual is 2.68) and the highest in 
Syunik (average annual is 3.46).

Table 20: Assessment of transparency of decision-making by heads of municipalities 
and community councils, as well as publicity of LSGs operations in 2010129

N Marz
Average scoring

January-March April-June July-
September

October-
December

1 Aragatsotn 3,51 Score 3,73 Score 3,04 Score 3,28 Score
2 Ararat 2,89 Score 3,02 Score 2,92 Score 3,15 Score
3 Armavir 3,40 Score 3,12 Score 3,00 Score 3,02 Score
4 Gegharkunik 3,80 Score 3,17 Score 3,17 Score 3,34 Score
5 Lori 3,28 Score 3,24 Score 3,16 Score 3,23 Score
6 Kotayk 2,45 Score 2,62 Score 2,75 Score 2,89 Score
7 Shirak 3,42 Score 3,30 Score 2,80 Score 2,84 Score
8 Syunik 3,61 Score 3,24 Score 3,53 Score 3,46 Score
9 Vayots Dzor 2,52 Score 2,81 Score 2,77 Score 2,81 Score
10 Tavush 2,70 Score 2,76 Score 2,85 Score 2,90 Score

125 Source: Summary information about means of public awareness in the communities of the republic (as of 
January 1 2011).

126 Project lifetime is fi ve years (2008-2013).
127 Source: Centre for Freedom of Information.
128 10 communities from each marz have been selected to provide the basis for the assessments, total of 100 

communities.
129 Source: www.iyc.am, Information Bulletin N2; It’s your Choice Non-governmental organisation; results 

of observations and rating of activities of local self-government bodies, January-June 2010; Information Bulletin 
N3; It’s your Choice Non-governmental organisation; results of observations and rating of activities of local self-
government bodies, July-December 2010.
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According to the results of contest held by the “Freedom of Information Centre 
of Armenia” NGO, Goris urban community has been awarded the “golden key” 
prize, which symbolises open and effi cient operation of the community to recognise 
them as the most publicly and transparently operating local unit. “Lock”, as the 
symbol of ineffi ciency and non-transparency of operations, was given to Stepanavan 
municipality as the worst implementer130 of the law on Freedom of Information.

“Freedom of Information Centre of Armenia” NGO published its “black list” in 
2010, which contains 16 offi cials, including 5 heads of communities (Stepanavan, 
Ashtarak, Saghmosavank, as well as managers of Malatia-Sebastia and Kentron 
administrative districts of Yerevan) and 1 offi cial of Yerevan municipality131.

Complaints about activities of local self-government bodies addressed by 
population to the Ombudsman

Every next year the number of complaints addressed to the Ombudsman by 
citizens of Armenia increases. More specifi cally, in 2009 there were 132132 complaints 
against LSGs (including administrative districts of Yerevan) and in 2010 there 
were 149 such complaints. Such an increase in the number of complaints comes 
from dissatisfaction with operations of urban and rural municipalities, because the 
number of complaints to the Yerevan municipality and its administrative districts 
has somewhat decreased in 2010 vs. 2009, 73 instead of 84, and 16 instead of 23, 
respectively.

Table 21: Number of written complaints addressed by population to Ombudsman 
on operations of LSGs, 2010133

Public authority Number of 
complaints Share in total

Public authorities, total, of which 994 100 %

Yerevan municipality 73 7.3 %

Urban municipalities 33 3.3 %

Rural municipalities 27 2.7 %

Yerevan administrative districts 16 1.6 %

The bulk of complaints against Yerevan municipality in 2010 was associated 
with construction activities implemented with infringements of base design and 
construction documents, construction activities implemented in the yards of the 
buildings and green zones, idleness of municipal services towards tree cutting 
et cetera. Complaints against Yerevan administrative districts focused on lack of 

130 Source: www.foi.am , Annual freedom of information award 2010.
131 Source: www.foi.am, Black list 2010
132 Source: Local Self-government Reforms in Armenia, (2009 Report).
133 Source: Annual report on the Activities of Human Rights Defender and Violations of the Human Rights and 

Fundamental Freedoms in the Country during 2010.
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supervision over activities of condominiums, failure to renovate roofs and elevators 
of multi-apartment residential buildings, refusal of authorities to prolong existing 
rental contracts on land use, et cetera. Complaints against urban municipalities were 
mainly around residential and social issues, unauthorised construction activities, et 
cetera. Finally, complaints about rural municipalities encompassed failure to issue 
necessary offi cial deeds and information, sales of land plots, which were rented by 
residents to some other people, being dropped out of social programmes et cetera.

6. Relevance of Administrative Structures and Resources of Local Self-6. Relevance of Administrative Structures and Resources of Local Self-
government Bodiesgovernment Bodies

6.1. Overall assessment of capabilities of local self-government bodies 6.1. Overall assessment of capabilities of local self-government bodies 
and staffand staff

Relevant and quality implementation of powers assigned to LSGs depends upon 
a number of factors. Among these very important are the educational and technical 
capabilities of the people working with local self-government bodies, as well as their 
number.

Constitution of Armenia, the law on Local Self-government and other legislative 
acts have assigned powers to the community councils and heads of municipalities. 
According to the law on Local Self-government, the any head of municipality - within a 
month after being elected - shall design the organisational structures of the municipal 
staff and municipal organisations (if structural units are envisaged), including staff-
lists and rates of remuneration of the envisaged positions, to the community council 
for approval. Within a period of one month upon approval of the structures of the 
municipal staff and organisations, their staff lists and rates of remunerations, the 
head of municipality shall make appointments to discretionary posts. The procedure 
for appointment and dismissal of municipal servants is established by the law on 
Municipal Service of Armenia.

Despite the fact that the law on Municipal Service is meant to protect municipal 
servants from political pressures and shocks associated with results of local elections, 
nevertheless, in real life municipal servants are heavily dependent upon situational 
changes. This state-of-affairs impedes maintenance of positive achievements and 
formation of trustful and committed approach among servants towards their work.

The Law on Municipal Service defi nes university education as a requirement 
for senior and leading positions of the service and secondary education for junior 
positions (Article 10). The legislation does not specify any requirement towards 
the level of education of those in discretionary posts; meanwhile, the situation with 
level of education of heads of municipalities remains unchanged. The Law on Local 
Self-government requires that the head of community had secondary vocational 
or university education (Article 24). Nevertheless, this legislative requirement has 
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never been enforced because the Central Electoral Commission has always been 
governed by the Article 123 of the Electoral Code of Armenia, according to which no 
document in proof of the educational standing of the candidate for the post of head 
of community has ever been required. No requirement was posed to the candidates 
running for community councils.

Data on educational level of heads of municipalities are set out in Table 23 
of the 2009 Report. In order to enable municipal staff continuously enhance their 
capacities, the system of appraisal has been instituted with appraisals held once in 
three years. Municipal service posts are occupied through competitive procedures. 
Both competitions and appraisals are conducted by relevant ad hoc commission.

Internal structure of decision making in local self-government bodies

Over years almost nothing changes in the hierarchy of decision-making at 
local level. It is the same now, i.e. practically all the initiatives to take decisions 
come from the head of community. Even in the cases when the legislation requires 
a decision to be taken by the community council, it is the head of community that 
easily overcomes all the procedural issues for the decision to be issued. Normally the 
head of municipality would instruct the secretary and head of the relevant structural 
unit to convene a community council session with the defi ned agenda and produce a 
draft of the relevant decision of the community council. Usually, community council 
sessions approve all decisions processed and prepared by the head of community.

Head of community is entitled to issue his/her own decisions deploying 
professional skills and capacities of the community staff and shaping them into 
decisions or orders of the head of community. Continuous disparagement of the role 
of community council, dependent situation of the staff members and other reasons 
turn the management style of head of municipalities to dictatorial and unilateral. 
As a consequence, shortcomings, deviations and blunders in the work become 
unavoidable.

In the course of supervisory surveys of the use of budget resources, securing 
revenues of the local budgets, as well as management and use of municipal assets 
in local self-government bodies, Chamber of Audit of Armenia also recorded many 
shortcomings and infringements in this area in 2010 (supervisory activities were 
implemented in the communities of Vayots Dzor and Tavush marzes)134.

Functional structure of the municipal staff 

In 2010 no changed took place in the functional structure of municipal staff, 
with the exception of Yerevan.

At the session of the Yerevan community council of April 12 2010, changes and 
134 Source: Progress report of the Chamber of Audit of Armenia: Supervision over use of budget resources, 

securing revenues of the local budgets, as well as management and use of municipal assets in local self-government 
bodies in Vayots Dzor and Tavush marzes, Appendices to the Decision of the Council of the Chamber of Audit of 
Armenia N24/2 dated September 25 2010, and N39/2 dated December 27 2010.
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additions were introduced in a number of appendices to the decision of the community 
council (July 9 2009) On Establishment of Yerevan Municipality Staff Administrative 
Agency, Approval of the By-laws of the Yerevan Municipality and Administrative 
Districts, their Structures and Staff-lists. The decision of the community council 
of June 18 2010 established the rules of procedures of the managers of Yerevan 
administrative districts and their staff. Another decision of the community council 
dated October 22 2010 delegated some of the powers of the Yerevan Mayor defi ned 
in the Article 10 of the law on Management of Multi-apartment Residential Buildings 
to the managers of administrative districts.

The decision N71 of Yerevan community council dated March 18 2010 delegated 
the following powers of the Mayor of Yerevan to the managers of administrative 
districts of Yerevan: collection of land and property taxes, rentals of land plots and 
fees for construction permits. The same decision delegated the power of collecting 
local fees and issuing permits to the administrative district managers.

E-governance, registry and equipment

The situation has not much improved from what it was in the previous years 
in terms of possibilities of the municipalities to make use of electronic means of 
communication. Many communities lack constant or proper Internet connectivity. 
Internet connectivity is available in 226 municipalities and in some communities 
this means of communication is mobile rather than installed in the offi ces (for 
example, in 43 communities out of 49 that have internet connectivity in Syunik marz 
the internet connection is mobile). Despite some progress since last years, internet 
connectivity leaves a lot of room to strive for better a situation. For example, in 
Kotayk internet connectivity is available in 54 communities, in Lori they are only 
7, 5 in Aragatsotn, 4 in Armavir, and 2 communities only in Vayots Dzor. In some 
places despite the available physical infrastructure, the quality of the communication 
is too far from being satisfactory. Many communities lack other means of public 
awareness as well, such as newspapers, local television, and sometimes even 
landline telephone communication. The situation is good only in terms of mobile 
phone communication.

In 2010 the Information Systems Development and Training Centre (ISDTC) 
installed in 25 communities an information system for community management, 
which is e-governance software for urban and rural communities. Before 2010 this 
software was installed in 220 communities. In 2010 ISDTC commissioned offi ces 
for delivery of services to population and delivered training for the staff of these 
offi ces. The latter implement public service delivery functions, such as estimation 
and collection of tax, duties and fees obligations, receipt of applications and letters 
and securing responses to them, registry of demographic data, issue of information 
notes and other services.

Public awareness situation in the communities is described in Table 22 below. 
There is no landline telephone in 134 communities; more specifi cally, this type of 
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communication is available in all communities of Aragatsotn, Kotayk, Shirak and 
Syunik marzes, 88% in Vayots Dzor, 82% in Ararat, 79% in Gegharkunik, 72% in 
Tavush, 64% in Lori, and only 42% in Armavir. Mobile telephone communication 
is not available in only one community (despite the fact that usually this type of 
communication, where available, is the personal means of the head of municipality); 
21 communities have television stations; 23 communities have local newspapers; 
and 7 communities have local radio broadcasting. Compared with the previous year 
two more communities have local newspapers in 2010, and one more has local radio 
broadcasting, but one less community has local television.

Table 22: Number of communities (excluding Yerevan), which have means of 
public awareness, as of January 1 2010135

6.2. Community service6.2. Community service
 
The law on Community Service defi nes job description for each of the community 

position, which is a document that establishes the roles and responsibilities, defi nes 
the necessary managerial skills, as well as technical skills and knowledge of the 
person occupying the individual position. Positions in the community service are 
classifi ed into three groups, i.e. senior, leading and junior. Each group, except for 
the senior, is classifi ed further into three sub-groups, i.e. 1st, 2nd and 3rd. General 
description of each sub-group in each group is approved by the state authorised 
agency.

In the end of 2010 the number of positions in the community service was 6798, 
of which 6284 were actually occupied (See: Table 23). The number of approved 
positions decreased by 28 vs. the previous year, and vacancies reduced by 141. This 
is a positive development.

135 Source: www.region.am: System: means of public awareness in the communities
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Table 23: The number of existing and occupied positions in community service, as 
of December 30 2010136

Training system

Training of community servants is delivered by organisations selected on a 
competitive basis. Government Decree N1272-N (dated October 8 2009) established 
anti-corruption strategy and the Action Plan for its implementation in 2009-2012, 
the Appendix 1 (Section 4.14; Clause 246) of which imposes delivery of training 
programmes for LSGs and municipal servants. This decree changed the experience 
of previous years and trainings now are delivered to LSGs and municipal servants 
through separate tenders. The successful tenderer to deliver training to LSGs 
(members of community councils and heads of municipalities) for 2010 was the 
State Academy of Governance, and the one for municipal servants was Association 
of Communities of Armenia and these two organizations delivered training to the 
target audiences in 2010. As a result, 623 heads of municipalities and members of 
community councils, as well as 856 municipal servants were trained during 2010 
(See: Table 24).

 Trainings were held in regional centres (marz centres) and former sub-
regional centres. Maximum number of participants in a group was 20 servants or 25 
representatives of LSGs. The training programmes and modules were approved by 
the Ministry of Territorial Administration. Each training programme for a group of 
trainees was 72 class hours (in 10 days). As in the previous years, training programmes 
of 2010 have not been customised for the groups, complied in the same format and 
content, and again as in previous years, municipal servants were generally acquainted 
with overall system of local self-government¸ the Constitution of Armenia, legislation 
regulating local self-government and municipal service, but no specifi c knowledge 
was communicated to the trainees during the training courses.

Training of municipal servants was supervised by the Ministry of Territorial 
Administration and representatives of the marzpetarans as instructed by the 
ministry through observations, which were implemented via secondment of such 
representatives to the training sites137.

136 Source: Ministry of Territorial Administration
137 Source: Ministry of Territorial Administration.
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In 2010 UNDP created a group consisting of three experts to support capacity 
building for municipal servants, which implemented the following activities:

- Expert evaluation and training needs assessment for the second round of 
training for municipal servants;

Results of the fi rst round of training were evaluated; and- 
Conceptual approaches to designing training programmes for the second - 

round were developed138.
Armenia Social Investment Fund has delivered training courses to train 

representatives of communities (heads of municipalities and fi nancial offi cers) in 
fi nancial management, budgeting, tax and asset management issues139.

Table 24: Numbers of municipal servants and representatives of LSGs trained in 
2010140

N Marzes Municipal servants Representatives of LSGs
1 Aragatsotn 36 64
2 Ararat 129 100
3 Armavir 115 73
4 Gegharkunik 163 48
5 Lori 102 39
6 Kotayk 79 49
7 Shirak 120 100
8 Syunik 31 76
9 Vayots Dzor 25 39

10 Tavush 56 35
Total 856 623

6.3. International support6.3. International support

Activities of a number of international organisations implementing various 
missions in Armenia continued in 2010, and substantial part of their activities was 
focused on local self-government sphere. Organisations fi nancing various programmes 
and projects in the municipalities of Armenia include USAID, Millennium Challenge 
Account (MCA), United Nations Development Programme (UNDP), UNICEF, Local 
Government Initiative Open Society Institute (OSI-AF/LG), German International 
Cooperation (GIZ), Armenia Social Investment Fund (ASIF), Eurasian Cooperation 
Fund, European Commission, Armenian offi ce of OSCE (OSCE), Oxfam British 
organisation, et cetera.

138 Source: abstract from UNDP annual progress report.
139 Source: ASIF, session of the board of trustees, February 15, 2011.
140 Source: Ministry of Territorial Administration.
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UNDP141

In 2010 UNDP implemented a number of community development projects, in 
particular:

- Revival of Gyumri: improvement of central section of Gyumri town through 
tourism development;

- Construction of retail trade points, and one-off trash collection and removal 
action along Garni-Geghard road; and

-  Beautiful Dilijan project.
In the framework of a project intended to be income-generating initiative, a 

number of measures have been implemented, including acquisition and distribution 
of the following in Gegharkunik marz:

- Geghamasar community: 100 tons of high quality wheat seeds, 62 tons of 
fertilisers, and a tractor;

- Pambak community: a tractor, seeding machine, cultivator, combine and 91 
cows; and

- Daranak community: 54 cows.
A cooperative kitchen has been established in Lusadzor community in Tavush 

marz.

   UN Children Fund (UNICEF)

With fi nancial support of UNICEF, CFOA implemented Child Focused Public 
Expenditure Review at Marz Level, in the framework of which the following scope 
of issues were reviewed in the communities of Lori and Tavush marzes:

- Legislation associated with children;
- Long-, medium- and short-term programmes for children; refl ection of child 

related issues in four-year community development plans;
- Number of operational pre-school and extra-curricular organisations by 

communities, attending children, teaching and technical staff;
- Impact of crisis on child focused programmes and expenditures;
- Expenditures for vulnerable children; and 
- Transparency of service delivery, et cetera.
A report has been produced as a result of the review, which will be published in 

2011.

Local Government and Public Service Reform Initiative (OSI-AF/LGI)142

In 2010 Local Government and Public Service Reform Initiative provided 
fi nancial support to a number of projects and initiatives. 2010 saw the LOGIN-
Armenia, Year 4 project implemented by Community Finance Offi cers Association 

141 Source: abstract from the UNDO annual progress report.
142 Source: www.cfoa.am
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(CFOA), as a result of which the web based virtual library now has hundreds of 
documents.

In 2010, Support to Fiscal Reforms in Local Self-government of Armenia 
Phase-3, continued and completed, in the framework of which draft law on Rules 
of Procedures for Implementation of Powers of Heads of Municipalities has been 
designed and submitted to the government.

In 2010 CFOA launched implementation of Participatory Democracy in Action 
in Local Self-government System of Armenia, in the framework of which the 2009 
Report on Local Self-government Reforms was produced in Armenian and English. 
Training workshops were also held in three towns of Tavush with participation of 
heads of municipalities, members of community councils, political parties operating 
in the communities, NGOs, representatives of mass media and active civic groups. 
Lectures devoted to issues of participatory democracy at local level were delivered 
to the participants of the workshops.

Open society Foundations Armenia

In the end of 2010 CFOA launched the implementation of a project called 
Monitoring Budget of Yerevan City. It is envisaged to implement surveys of budgeting 
processes in the capital Yerevan, in particular, in the context of transparency and 
publicity, as well as participation of public at large in the budgeting processes.

USAID/RTI International: Local Government Program-3

In 2010 a paper for discussion on lending to communities was produced, and 
CFOA participated in the discussion. The document was submitted to the Ministry 
of Territorial Administration for discussion.

A joint publication with CFOA was produced in 2010 called Community 
Budgeting Guideline, which is a methodological and training material devoted 
to theoretical and practical aspects of budget compilation, discussion, approval, 
execution, monitoring and reporting.

Armenia Social Investment Fund143

Armenia Social Investment Fund has signed an agreement with 47 communities 
in all marzes, according to which the communities would submit project proposals 
for implementation. 29 of the project proposals submitted focus on construction 
activities.

In 2010 construction activities were completed along 56 projects at total value 
of around 3 bln drams and 537 thousand benefi ciaries.

In 2010 9056 items of school furniture was delivered to 60 schools. 2388 soft 
chairs were delivered to furnish culture houses or community centres in 10 rural 
communities.

143 Source: ASIF, session of the board of trustees, February 15 2011.
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World Vision International144

In the framework of Tavush regional development project of the Armenian 
branch of World Vision International Charity organisation, CFOA organised a three-
day workshop for heads of municipalities and fi nancial offi cers of Tavush rural 
communities. During the training workshop lectures on LSG Budgeting Process, 
Legislation and Community Participation were delivered to the participants.

Oxfam international charity organisation (Great Britain)

Armenian offi ce of Oxfam international charity organisation continued 
implementation of a variety of humanitarian activities in a number of rural 
communities in Armenia in 2010. (For more detail see the relevant section in 2009 
report).

Millennium Challenge Account-Armenia

By the end of 2010 MCA-Armenia maintained one large project, i.e. Irrigated 
Agriculture, which, in turn, has a component of irrigation networks rehabilitation 
and farmer support, namely a component of From Water to Market (32mln USD) and 
structural strengthening (about 4mln USD). The project budget envisaged also about 
23mln USD for administrative, monitoring and evaluation costs145.

German international cooperation (GIZ, formerly GTZ)146

 
German international cooperation organisation (GIZ) implements Armenian-

German Community and Economic Development project, which promotes local self-
government, as well as economic and employment development sectors. The project 
is implemented in partnership with the government, particularly, with the Ministry of 
Territorial Administration of Armenia. Among other partners of this project are the 
LSGs. The project will be in operation until the end of 2011.

This project has three components. The fi rst is called Effi cient Local 
Government. One of the major directions of this component is the improvement of 
community performance in pilot sites. This process is implemented through support 
to public service offi ces and operation of computer software to enable electronic 
document circulation. Another direction is to provide support to reforms in territorial 
administration and consolidation of communities.

The second component is called Promoting Local/Regional Employment, and 
the third is Local/Regional Economic Development with Emphasis on SMEs.

        
144 Source: WVA/ADP TAV/TR/FY10-02/10 service contract.
145 Source: www. mca.am
146 Source: www.giz.de
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Assessment of activities of international organisations

Like in previous years, in 2010 not many things have changed in the activities of 
international operating in Armenia. They still make efforts to promote democracy and 
establish principles of decentralised governance. They cooperate with the government 
of Armenia and, often, with each other. For example, community development 
projects implemented by Armenia Social Investment Fund were supported by 
international organisations and Armenian philanthropists from Diaspora. They have 
paid 52% (85.5 mln drams) of the contribution required from the communities to 
implement ASIF projects (the total community contribution was 164.4 mln drams). 
Contributions of partners from Armenia totalled only 15.4 mln drams147.

However, overall coordination of their activities remained an issue in 2010 as in 
the previous years, and the narration set out in the 2009 report is still standing in full 
for the reported year of 2010.

7. Delivery of community services7. Delivery of community services

7.1. Public services delivered by communities7.1. Public services delivered by communities

Powers to deliver public services assigned to the local self-government bodies, 
including changes taken place in 2010 and the current situation are described below 
by individual sectors of public services.

Green planting and well planning

In 2010 both communities and various non-government and international 
organisations implemented green planting and well planning activities.

Various sources contain information about the works implemented in this sector. 
For example, trees were planted on 20 hectares of land in Gyumri and vicinities148, 
in 22 communities of Ararat marz and before May 2011 total of 2000 trees and 
bushes149 were planted, et cetera. 

Tree planting in Yerevan was implemented in the framework of municipal 
programme called “Green Yerevan”. In particular, an area of 0.3 hectares was 
commissioned in the beginning of the year, which together with the already existing 
0.1 hectares of hotbed enables growing 500 thousand fl ower seedlings of seven types. 
This quantity allowed establishment of additional 5.2 hectares of fl ower covered 
areas in Yerevan. 400 trees and 500 bushes were purchased and planted. Five bridges 
were decorated with fl owers. 130 units of machinery (and equipment) was acquired, 
which will enable administrative districts implement green plating and well planning 
in accordance with contemporary standards150.

147 Source: ASIF, Session of the board of trustees, February 15 2011.
148 Source: http://news.am/arm/news/52229.html
149 Source: http://mail.armenpress.am/news/more/id/599900/lang/am/page/27
150 Source: www.yerevan.am, Yerevan development plan 
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It is interesting to mention that per capita green zone in the capital city is 
7.5sq.m, which is 2-2.2 times less than the established normative values. Green 
zones of common use in Yerevan is 832.3 hectares, including 145.83 hectares of 
green areas on the roads, 146.22 hectares of parks, 34.47 hectares of squares, and 
505.77 of forest type parks151. 

Armenia Tree Project should be mentioned as an organisation, which 
implemented green planting in communities of Armenia in 2010. The Project planted 
35741 trees in 177 communities in spring across the country, and additional 30798 
trees were planted in autumn; in total 66539 trees were planted in the republic in 
2010152. In addition, in the framework of Green Communities project, Shen charity 
NGO delivered 700, 800, 320 and 6000 seedlings and decorative trees to Aragats, 
Zovk, Mrgashen and Pambak communities, respectively, to green areas around 
village roads, the schools, kindergartens, cultural centres and recreation zones. This 
organisation also provided 600, 300, and 200 ash-trees to rural communities of Nor 
Yedesia, Davtashen and Ashnak, respectively153.

In the framework of Nice Yerevan project, 112 yards and 200 streets were 
covered with asphalt (total area of 545.0 thousand sq.m.) in 2010. 1202 yards were 
improved and in 136 of them playing facilities for children were installed, which 
were provided by Phoenix charity organisation.

In 2010 the project of renovating and refreshing facades of the buildings in 
Yerevan gained momentum, in the framework of which the exterior surfaces of the 
buildings are washed, cleaned and decorated. Exterior of 40 buildings along Mashtots 
avenue have been rehabilitated154.

Among the works implemented in the area of urban improvement and well 
planning works in 2010 Beautiful Dilijan project should be mentioned implemented 
jointly by Dilijan Municipality, UNDP and Izmirlyan Foundation. This project 
rehabilitated facades of three buildings along Myasnikyan street in Dilijan and 
improved surroundings of these buildings155.

External illumination in Yerevan is implemented by “Terqaghluis” ltd. This 
company provides maintenance of 26178 posts bearing 48222 lamps mounted. The 
operating network is 1174 km long. 322 km of illumination networks in the yards 
of the city have been renovated and commissioned between 2009 and fi rst half of 
2010156:

In majority of communities of Armenia external illumination is not provided. 
Survey of 2010 community budget expenditures in Syunik marz shows that only 20 
(out of 109) communities incurred expenditures for external illumination, of which 
six urban and 13 rural communities. As a matter-of-fact, 82% of communities in the 
marz did not incur expenditures in this sector. It should not be expected that in other 
marzes the situation is very different.

151 Source: www.yerevan.am, Yerevan development plan, 2011
152 Source: www.armeniatree.org 
153 Source: http://www.shen.am/index_am.php?pageid=environmental
154 Source: www.yerevan.am, Yerevan development plan, 2011
155 Source: www.undp.am, Community Development project, Annual Progress Report
156 Source: www.yerevan.am, Yerevan development plan, 2011
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Maintenance of cemeteries

Legal acts regulating this sector were not changed or amended in 2010. The 
draft law on introduction of amendments and additions in the Law on Organising 
Funerals and Maintenance of Cemeteries and Crematoriums is not yet adopted by 
the National Assembly and is still under discussion (See: 2009 Report).

A variety of issues persist in this sector both in the capital city and in other 
communities. For example, in half of the cemeteries in Yerevan there is no possibility 
to organise funerals, and residents of Kanaker-Zeitun, Nork-Marash, Davtashen and 
Avan districts bury their passed relative in the cemeteries of Shengavit, Ajapnyak or 
Erebouni. The territories of the above cemeteries have expanded so much that the 
norm of minimum 300 metres of distance between the cemetery and a residential 
area hence sanitary and hygienic requirements have been breached long ago157.

Garbage collection and removal

The legislation and other legal acts regulating this sector were not changed in 
2010.

The order of the Minister of Health (Approval of the sanitary rules and norms 
N2.1.7.002-09 to secure hygienic and workplace safety of the staff implementing 
activities in the areas of sanitary maintenance of residential areas, collection, 
transportation, storage and burying of wastes, as well as use of consumed wastes 
and exhausts, December 22 2009, N25158) was put into legal effect on February 25 
2010, which streamlines the rules and procedures regulating garbage collection and 
removal through the relevant provision in the appendices to the above order.

In September 2010 draft law on Garbage Removal and Sanitary Cleaning159 
was adopted by the National Assembly in the fi rst reading, but in December it was 
rejected160 in the second.

Garbage removal and sanitary cleaning in Yerevan are implemented by 12 
professional companies, which have 1470 employees and 370 units of machinery. 
The rate of depreciations of the equipment and machinery is 80-85%.

Garbage removal in the capital city is implemented in 4720 multi-apartment 
residential buildings and 53000 private mansions. There are 3901 garbage tubes 
and collectors in multi-storey residential buildings of Yerevan, while the newly 
constructed buildings do not have such facilities. 1300 garbage bins of varying sizes 
were installed in Yerevan in 2010.

Nubarashen garbage collection site is of high importance for Yerevan; the 
average daily garbage disposal rate is 550-600 tons of household garbage, which 
means 190-200 thousand tons per annum. Improper procedures of receipt, placement 
and neutralisation of hazardous waste result in ejection of various gazes and self-

157 Source: http://news.am/arm/reviews/1124.html
158 Source: www.arlis.am 
159 Source: 2010 annual progress report of the Ministry of Territorial Administration.
160 Source: www.parliament.am 
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ignition of garbage. In 2009, with the objective to reduce ejection of garbage gases in 
the municipal garbage collection site Yerevan municipality and Japanese Shimidzu 
corporation signed an agreement to implement a 16-year long project to construct a 
bio-gas producing and burning facility. As of September 1 2010, 120 thousand tons 
of household garbage was placed, neutralised and covered with soil layer161.

In majority of rural communities in particular garbage removal services are not 
delivered at all. Observations of community budget expenditures come to justify 
this assumption. For example, only 9 out of 109 communities in Syunik incurred 
expenditures in 2010 for garbage removal, of which six are urban communities and 
only three are rural. In other words, in 92% of communities of the marz expenditures 
for garbage removal were not incurred at all throughout 2010.

RTI implemented a set of activities in the area of garbage removal at community 
level. Of particular importance among these activities is the acquisition of 29 garbage 
transporting vehicles for 28 urban communities, with 80% of fi nancial contribution 
by RTI and 20% of co-fi nancing162 by the involved communities.

Daily volume of garbage removal works in Yerevan is 12760 thousand sq.m. 
In spring 2010, sanitary cleaning and garbage removal works were implemented 
in the canyon of Hrazdan in the framework of Three Bridges Project, to which 12 
sanitary cleaning companies participated bringing in around 150 units of machinery 
and 300 employees, as a result of which the entire territory of the Hrazdan canyon 
was cleaned and tidied up163. In addition, the river-beds of Getar and Voghjaberd 
were cleaned164.

It is interesting to mention that communities in the marzes and, particularly, 
rural communities, are not very committed to maintaining their communities clean, 
as a consequence of which the regional governors would announce sanitary days in 
the marzes and even create commissions to organise cleaning and sanitary works, as 
it was done, for example, in Aragatsotn marz in 2010165.

With support of UNDP, one-off sanitary cleaning initiative was implemented in 
seven communities located along the road between Garni and Geghard166.

Maintenance of residential and non-residential areas

The legislation regulating this sector was not changed in 2010. In prioritizing the 
role of maintenance and modernisation of multi-apartment residential infrastructures, 
the Prime Minister decree issued in August 2010 established an inter-sectoral working 
group, which assumed the responsibility to design a fi ve-year reform programme for 
management and operation of multi-apartment residential stock within a period of 
six months167.

161 Source: www.yerevan.am, Yerevan development plan, 2011.
162 Source: Solid Waste Management in Armenian Cities, Mayis Vanoyan, Armen Varosyan, Armine Petrossian 
163 Source: www.yerevan.am, Yerevan development plan, 2011
164 Source: www.yerevan.am 
165 Source: www.hetq.am 
166 Source: www.undp.am, Community Development project, Annual Progress Report
167 Source: Justifi cations of the government priorities for 2011, Appendix N4, Government Decree N111-N, 

January 13 2011.
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The Yerevan community council decision of October 22 2010 to Delegate 
Powers to Managers of Administrative Districts of Yerevan and Introduce Addition 
in the Yerevan Community Council Decision N96-N dated May 7 2010, has delegated 
some powers of the Mayor of Yerevan to the managers of administrative districts. 
More specifi cally, managers of administrative districts are now empowered to remove 
consequences of hazards to life, health, property or environment that was caused by 
failure of owners and/or managers of buildings to comply with the safety rules at 
the expense of community resources, maintain general supervision over compliance 
with the norms of building management, as well as maintenance of the general ledger 
of jointly managed property in the administrative district168.

Technical conditions of the multi-apartment buildings in Yerevan are assessed 
as unsatisfactory.

In 2010 buildings belonging to the 3rd category of damage were reinforced in 
Yerevan. In the reported year the project of resettlement of 72 families formerly 
residing in the hostel N7 in the Aeration Street, as well as 48 and 44 families 
formerly residing Margaryan 45 and 37 buildings, respectively, continued and was 
completed.

Finally, roofs of 402 fl at-roofed multi-apartment buildings were renovated in 
addition to sloppy roofs of 307 buildings (See: Table 25).

Table 25: Information on renovation of roofs of multi-apartment residential 
buildings in Yerevan169

The number of elevators in multi-storey buildings in Yerevan is 4294, including 
4121 are operational. In general, elevator infrastructure of the city is in dilapidated 
condition.

In 2010, as in the previous years, condominiums exist in all marzes covering 
their residential stock. 66% of condominiums operate in Yerevan (Se: Table 26).

168 Source: www.arlis.am 
169 Source: www.yerevan.am, Yerevan development plan 2011
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Table 26: Condominiums in marzes and Yerevan170 
Number of 

condominiums
Number of 
buildings Number of fl ats

Yerevan 499 4791 236501
Aragatsotn 16 94 1041
Ararat 2 9 310
Armavir 17 101 3674
Gegharkunik 7 101 2764
Lori 80 1242 30915
Kotayk 64 973 39455
Shirak 37 919 25545
Syunik 27 377 14017
Vayots Dzor 2 6 199
Tavush 10 119 3920
Total 761 8732 358341

Water supply, sewage and irrigation

Five state companies continued to deliver potable water supply services to 
population in 2010. These companies are YerevanJur ltd, HayJrmugh ltd, Nor Akunk 
ltd (Armavir marz), Lori JrmughKouighi ltd and Shirak-Jumighkoughi ltd. Water 
supply to the rural communities not covered by these companies is secured by those 
communities independently. In irrigation sector services are delivered by Armavir 
Water Supply ltd, Akhuryan-Araks Water ltd, Sevan-Hrazdan ltd, and Debed-
Aghstev ltd.

In 2010 the length of actual water supply to consumers by the above fi ve 
companies was prolonged (See: Table 27).

Table 27: Average duration of potable water supply by water companies, 2007-
2010171

Organisation 2007 2008 2009 2010
YerevanJur ltd 17.4 hours 17.8 hours 20.4 hours 21.1 hours
HayJrmugh ltd 11 hours 12 hours 12.7 hours 13.7 hours
Nor Akunk ltd 14.2 hours 17.8 hours 22.3 hours 22.4 hours
Lori JrmughKouighi ltd 6 hours 8.5 hours 9.6 hours 10.7 hours
Shirak-Jumighkoughi ltd. 7.3 hours 7.7 hours 9.2 hours 10.4 hours

The following works were implemented in 2010172:
Construction of 697 km of potable water pipelines in Yerevan, Vanadzor • 

(with three adjacent villages), Gyumri (with two adjacent villages), Maralik, 
Hrazdan, Goris, Sisian, Vedi, Artashat (with 13 adjacent villages), Yeghegnadzor 
(with 4 adjacent villages), Masis (with 15 adjacent villages), Etchmiatsin (with four 
adjacent villages), Aparan (with ten adjacent villages), three villages in Ashtarak 
sub-region, Sevan (with 5 adjacent villages) and Charentsavan;

170 Source: www.armstat.am, Armenia: Socio-economic snapshot, January-December 2010.
171 Source: 2010 progress report of the Water Committee of the Ministry of Territorial Administration
172 Source: 2010 progress report of the Water Committee of the Ministry of Territorial Administration
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Construction of 23km of sewage collectors in urban communities of Sevan, • 
Martouni, Gavar, Vardenis and Jermuk;

Construction of 181km of irrigation networks and pipelines, of which 30km • 
in the main canal in Artashat, Arzni-Shamiram, Storin Hrazdan, Shirak; 68km in the 
main canal in Armavir and Talin; construction of 48km of gravity water network 
(in Spitak, Mantash, Vardenis, Shenik, Aygezard), as well as 35km of rehabilitation 
works in the internal networks;

Construction and renovation of 29 daily regulatory water reservoirs;• 
Construction, rehabilitation and renovation of 26 pump-stations, including in • 

potable water sector: construction of Norabats, Oshakan, Kosh, Malishka, Artamet, 
and Lernapat communities; and in irrigation sector: rehabilitation and renovation 
in Burastan, Baghramyan, Khor Virap, Avshar-Aygevan, Noyakert, Noyemberyan 
1, Achajur 1, Saralanj, Mkhchyan 1 and 2, Ranchpar 1 and 2, Martouni, Zolakar, 
Dashtadem, Armash, Vorotan, Meghri, Martouni, and Talin pump-stations;

Construction, pitting and renovation of 36 deep wells, including in irrigation • 
sector: 32 artesian wells in Zorak, Sis, Noramarg, Masis, Aknashen, Lusagyugh, 
Metsamor, Gay, Sayat-Nova, and Dashtavan communities;

Construction of potable water cleaning station in the urban community of • 
Berd;

Drainage cleaning and deep digging: 346km, including cleaning and • 
deepening of secondary and tertiary drying drainage systems of the main drainage 
facility of 168km, and cleaning of tertiary drying drainage systems of 178km. At the 
same time, parallel works were implemented to identify the level of ground water;

In the framework of World Bank funded project improvement of water • 
supply for Hrazdan urban community was launched.

In Yerevan water is delivered to consumers through 1320km long distribution 
network and 23 daily regulatory water reservoirs. The urban water supply system 
has 103 facilities, 29 artesian wells, 5 large pump-stations, 30 deep canals and 
803km of main water pipelines. About 47% of water entering the city is delivered 
mechanically. Some 75% of the urban distribution network was constructed more 
than 25 years ago and in lack of necessary investments is in unsatisfactory sanitary 
and hygienic condition.

In 2010 installation of sewage pipeline in Silikian district of Yerevan 
was completed, as a result of which 9500 linear metres of sewage lines are 
commissioned173.

A number of decisions of the Commission for regulation of public services (on 
February 26 2010: NN 26, 56, 57, and 58; and on May 25 2010: N258-N) established 
new tariffs for water supply services delivered by Shirak-Jrmughkouighi ltd, Lori 
JrmughKouighi ltd, Nor Akunk ltd and YerevanJur ltd, which are enforced since 
April 1 2010 for the fi rst three companies, and since July 8 2010 for YerevanJur ltd. 
Analysis of the new tariffs show that both retail and wholesale rates were not actually 
modifi ed, they were just reiterated. Tariffs established by HayJrmughkouighi ltd 
have not changed, nor irrigation water tariffs changed174.

173 Source: www.yerevan.am, Yerevan development plan, 2011
174 Source: www.psrc.am 
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Heating

As in the previous years, heating of households was secured individually in the 
communities in 2010. UNDP has implemented some activities in this sector. Among 
the works implemented in 2010 it is necessary to mention creation of a co-funded 
centralised system of heating supply in Spitak, which delivers the service to the 
building of Spitak municipality, kindergarten N2 and school N3; in Aparan 40 new 
doors and 80 windows were installed in the entrances of 9 pilot buildings with the 
objective to keep heat inside the buildings175.

Public transport

In 2010 draft law on Local Duties for Vehicle Parking was designed and submitted 
to the National Assembly, according to which the rates of duties are established by 
the community council and the duties are assessed to the community budget.

As in the past, these services are delivered by community or private companies. 
The fares are established by the community council. Inter-community transport 
routes are arranged by private companies.

According to the data of the Ministry of Transport and Communication, there are 
130 minibus and 79 bus routes, and their tariffs are between 100 and 5000 drams.

There 31 bus routes in Yerevan serviced by 16 companies on contractual basis 
and 112 mini-bus routes services by 64 private organisations.

Majority of passenger transportation in Yerevan is implemented through mini-
buses, i.e. 73%. Effi ciency of bus service in the capital city is very low, and in lack 
of suffi cient number of buses part of the routes is only partially operable. In 2010 29 
new buses were imported for Yerevan and they are used for routes N72A and 86A. 
As a result, mini-bus routes NN 72 and 86 are cancelled, which reduced 50 units of 
mini-buses. In 2010 there was certain improvement in the qualitative characteristics 
of mini-bus passenger service. In particular, 200 new GAZEL type vehicles are put 
into circulation, which superseded obsolete RAF and YERAZ types of mini-buses. 
The transport routes is overloaded with mini-buses hence reduction of the number 
of mini-buses and their replacement with large and medium buses does not have 
alternative anyway. 

There are fi ve trolley-bus routes in Yerevan exploiting 89 vehicles. Despite the 
slight increase in passenger transportation by trolley-buses nevertheless its share 
remains very low refl ecting only 2.3% of total urban transport.

Yerevan metro exploits 70 wagons. State budget funded capital renovation of 6 
wagons, 16 wheel-pairs, and escalators, as well as replacement of rails and sleepers, 
modernisation of stations, entrance doors, halls and other works.

In 2010 old bus-stops were renovated and improved, and their furnishing in 
still in process. In order to implement furnishing of bus-stops in the capital city, 
their physical conditions were surveyed jointly with the traffi c police, and the 
recommendations made as a result of the survey laid the basis for designing 384 

175 Source: UNDP/GEF 00035799 “Armenia-Improving the Energy Effi ciency of Municipal Heating and Hot 
Water Supply” Project, Standard Progress Report
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plans of bus-stops, the lists of which were approved by the relevant decision of the 
Mayor. All 298 bus-stops refurbished in 2006-2008 were completely renovated and 
improved to serve urban transport benefi ciaries.

Education, culture and youth

In 2010 draft law on Rules of Procedures for Implementation of Mandatory 
Powers of Heads of Municipalities in Pre-school Education was developed and 
submitted to the government for discussion176.

There are 642 kindergartens operating in Armenia 1/4th of which are in Yerevan. 
55711 children attend the kindergartens. In 460 communities of Armenia (50% of 
communities) there are no kindergartens (See Table 28). Taking into consideration 
the case of Darbas community in Syunik marz for example, the population of which 
is 1234 people but the annual expenditures in pre-school education in 2010 were 
only 400.0 thousand drams, a conclusion may be drawn in respect of the quality of 
the services delivered in this sector in many rural communities.

Table 28: Pre-school educational institutions (2009-2010 academic year)177  
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1 Ararat 70 4810 1806 413 42 0
2 Aragatsotn 29 2406 880 150 72 24
3 Armavir 57 4286 1682 354 19 45
4 Gegharkunik 47 2957 1377 269 37 26
5 Kotayk 51 4944 1749 360 27 13
6 Lori 54 3412 1411 216 82 22
7 Shirak 50 4262 1507 261 65 28
8 Tavush 46 2355 912 134 21 7
9 Syunik 50 3629 882 397 75 21
10 Vayots Dzor 16 761 276 73 20 4

Yerevan 162 21889 6903 2089 0 0
Total 642 55711 19385 4816 460 190

Naturally, not all children of pre-school age attend kindergartens for a variety 
of reasons. For example, according to the survey implemented in Tavush and Lori 
marzes178 (the survey was implemented among 240 families selected from 6 urban 

176 Source: 2010 annual progress report of the Ministry of Territorial Administration
177 Source: www.edu.am 
178 Source: D. Toumanyan, V. Movsisyan, A. Artashesyan, V. Gevorgyan: Child focused public expenditures in 

Armenia (Tavush and Lori marzes), Report, CFOA-UNICEF, 2010
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and 18 rural communities of the two marzes), 34.4% of the population indicated 
that their children do not attend kindergartens because there is somebody to take 
care of them at home; 33.3% because there was no kindergarten in their community, 
and 25.8% because of inability to pay for the service. Poor and very poor families 
indicated absence of proper clothes (40%), expensive service (29%) and absence 
of a kindergarten in the community (29%) as the reasons why their children do not 
attend kindergartens. In Lori, for example, the households whose children do attend 
kindergartens are not satisfi ed with the service.

From the perspective of importance to secure quality of general education 
and equal starting base, a crucial matter is low attendance rate to the pre-school 
educational institutions. According to the strategic programme of reforms in pre-
school education in Armenia for 2008-2015, preparatory classes for children of senior 
pre-school age were created in 41 communities of Ararat and Aragatsotn marzes179.

The order N1279 A/K of the Minister of Education and Science, dated August 
5 2010, established the guideline (manual) of the teacher in kindergarten to organise 
alternative pre-school education of 5-6 YO children, which was published and 
distributed by the Education PIU among the relevant institutions180.

In 84 pre-school institutions of Yerevan heating systems were installed in 
2010. Kindergartens in Ajapnyak, Nork-Marash, Nor Nork, Malatia-Sebastia and 
Nubarashen administrative districts are supplied with soft and hard furniture. Nurses 
for pre-school educational institutions were trained in Yerevan in 2010181.

In addition to the above works, a variety of international organisations supported 
training of staff in pre-school institutions, inclusion of handicap children and a 
number of other activities. Ministry of Culture supported development of unifi ed 
curriculum for musical, arts and creative schools, as well as 17 subjects182.

Part of cultural institutions operating in the capital city, including 4 museums, 
3 theatres, 19 libraries, 25 musical and arts schools, 18 culture houses, et cetera, are 
subordinate to Yerevan municipality.

Cultural life is quite busy in the capital city. In 2010 various festivals, public 
feasts and events devoted to many commemoration days et cetera were held in 
Yerevan in 2010.

Cultural life in the marzes is not active at all. Result of round-table discussions183 
on issues of delivery of social services to children held in Ijevan and Vanadzor 
identifi ed that around 50% of communities in Tavush do not have culture houses, 
and in 80-90% of communities in Lori (total number of communities in Lori is 113) 
do not have any kind of cultural institution (not even arts extra-curricular groups). 

179 Source: www.edu.am, Results of implementing action plan and priorities of the Ministry of Education and 
Science stemming from the 2010 Programme of Activities of the Government of Armenia, Report

180 Source: Information bulletin on development programmes and strategic partnership of UNICEF Armenia 
Offi ce, World Vision, Save the Children, Mission East, Bridge of Hope, Caritas Armenia and Step by Step Charity 
foundation 

181 Source: www.yerevan.am, Yerevan development plan, 2011.
182 Source: 2010 Progress report of the Ministry of Culture.
183 The discussion was attended by representatives of social protection unit of the regional administrations, 

general and vocational schools, social services, public and non-governmental units involved in the sectors of 
education and culture.
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In other words, cultural services for predominant majority of children in these two 
marzes are practically inaccessible184. One could rightly conclude that the situation 
should not be too much better in other marzes.

Health

A number of measures were undertaken in the health sector in 2010. 
For example, in the framework of proportionate territorial development and 
modernisation programme, new out-patient facilities were built in Buzhakan and 
Astghadzor communities185. Various international organisations provided support to 
modernisation of about 20 out-patient facilities186.

Jinishian Foundation delivered training for community nurses (Phase 4), as a 
result of which there are 128 community nurses with enhanced skills and capacities 
in Syunik marz187.

The power of LSGs to establish fees

No changes or amendments were introduced in the legislation regulating the 
power of LSGs to establish fees at local level in 2010.

184 Source: D. Toumanyan, V. Movsisyan, A. Artashesyan, V. Gevorgyan: Child focused public expenditures in 
Armenia (Tavush and Lori marzes), Report, CFOA-UNICEF, 2010.

185 Source: www.moh.am, Report on implementation of programmes called to secure turning point in development 
and improvement of economic growth indicators.

186 Source: www.gov.am 
187 Source: http://www.jinishian.org/index.php?option=com_fjrelated&view=fjrelated&layout=blog&id=105&

Itemid=97&lang=hy
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7.2. Management of community services7.2. Management of community services

The share of expenditures for basic public services in total expenditures of 
community budget increased in 2010 reaching 76.2% (See: Table 29).

Table 29: Ratio of basic public services in total expenditures of community budgets 
and services delivered by communities (mln AMD)

Expenditures 2009
Amount %

Expenditures, total 98480.6 100.0
General community services 20741.2 21.1
1. Transport 20630.7 20.9
2. Communication 0.0 0.0
3. Environment protection 7709.7 7.8
4. Residential construction and communal utilities 9772.3 9.9
5. Health 358.2 0.4
6. Recreation, culture and religion 5165.0 5.2
7. Education 29253.1 29.7
8. Social protection 2106.4 2.1
Total 1+2+3+4+5+6+7+8 74995.4 76.2
Expenditures for public services/expenditures for 
general  public services, ratio 3.62

Note: Actual expenditures are set out in the Table, i.e. the difference between total 
expenditures and receipt from sales of non-fi nancial assets.

A survey has been implemented in Yerevan to identify the quality and the 
degree of satisfaction of citizens with the delivered municipal services. In particular, 
a telephone inquiry of 300 citizens was undertaken to fi nd out their opinions about 
the trends observed in Yerevan between 2008 and 2010 (in other words, after the 
change of the status of the capital city) in the area of service delivery. Majority 
of the respondents believe that the level of service delivery is either unchanged or 
improved (See; Table 30).

Table 30: Changes in service delivery in Yerevan as perceived by population, 2008 
vs. 2010188  

Change trends Garbage 
removal

Cleaning of 
streets

External 
illumination

Public 
transport

Badly worsened 9.9 % 12.2 % 6.6 % 5.0 %
Worsened 6.3 % 15.2 % 5.3 % 9.6 %
Remained as it was 16.8 % 23.8 % 10.9 % 15.2 %
Improved 28.4 % 21.5 % 22.8 % 24.8 %
Improved signifi cantly 38.0 % 25.4 % 54.1 % 41.9 %

Certain understanding of the effi ciency of municipal services may be drawn 
188 Source: Improving the Transparency and Effi ciency of Public Service Delivery in Yerevan, Policy Paper, 

First Draft, A. Artashesyan, Yerevan 2011.



336

from the assessments generated in the framework of an initiative to assess effi ciency 
of implementing powers in a variety of sectors by heads of municipalities undertaken 
by It’s your Choice NGO in 2010189. The best of these assessments in any sector 
reach as high as only satisfactory (See: Table 31).

Table 31: Assessment of effi ciency of heads of municipalities in implementing his/
her powers

N Marz

Average annual assessment, by sectors
Communal 
utilities and 

improvement

Urban and 
community 
transport

Education Culture

1 Aragatsotn 3.02 Score 3.75 Score 2.78 Score 3.10 Score
2 Ararat 3.24 Score 3.00 Score 3.46 Score 3.29 Score
3 Armavir 2.93 Score - 2.68 Score 2.90 Score
4 Gegharkunik 3.18 Score 4.00 Score 2.91 Score 3.03 Score
5 Lori 2.87 Score 3.00 Score 2.81 Score 2.62 Score
6 Kotayk 2.93 Score 3.33 Score 2.44 Score 2.56 Score
7 Shirak 3.10 Score - 2.35 Score 2.88 Score
8 Syunik 3.12 Score 3.25 Score 2.81 Score 2.94 Score
9 Vayots Dzor 2.77 Score 2.00 Score 2.58 Score 2.77 Score
10 Tavush 2.85 Score 3.25 Score 2.61 Score 2.72 Score

189 10 communities from each marz have been selected to provide the basis for the assessments, total of 100 
communities.
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Conclusions and recommendationsConclusions and recommendations
 
Reforms in local self-government sector in Armenia progresses at slow rates in 

2010.
All the existing state programmatic documents (Programme of Activities of the 

Government, Sustainable Development Programme) stipulate practically identical 
provisions and are merely reiteration of the need to refl ect the constitutional 
amendments in the legislation. At the same time, however, only an intermediary 
result has been recorded in recording progress towards refl ection of the amendments 
in the legislative framework. Namely, the National Assembly adopted a package of 
legal acts associated with local taxes, but it does not enable the community councils 
to establish local taxes in 2011 because the laws on individual types of taxes have 
not yet been promulgated.

The above package of legal acts bears one serious shortcoming. Property and 
land taxes having been established as local taxes, the right to establish their rates is 
contained within the legislative domain as it currently stand rather than granted to 
local self-government bodies, as required by the European Charter of Local Self-
government (Article 9.3).

An important change in administrative and territorial setup of the country taken 
placed in 2010 is that the entire territory of the republic, with the exception of the Lake 
Sevan, is covered by communities. Thus, the enforcement of local self-government 
in the entire territory of the Republic of Armenia is a fact of life anymore.

Despite the fact that the Government has taken formal note of the Concept Paper 
on Establishment of Inter-community Unions and Consolidation of Communities, it 
was not fi nalised or adopted in 2010.

Communities, as units of local self-government, continue to remain extremely 
fragmented and weak in capacities. No substantial changes were recorded in the 
area of developing inter-community cooperation. As in the previous years, neither 
community unions nor consortia were created in 2010.

Degree of autonomy of communities and their fi nancial independence continues 
to be insignifi cant, while the property insuffi cient and obsolete. Exactly as in previous 
years, no shared revenues were made available to the community budgets from any 
of the national taxes in 2010.

One of the most important problems encountered by local self-government is 
the inadequacy of fi nancial resources in the communities.

Share of fund budgets in total community budgets, which drastically decreased 
in 2009, started to get a bit larger in 2010 but has not yet reached the level before 
2008. Equalisation subsidies were allocated from the state budget in equal quarterly 
instalments, while offi cial transfers or capital subventions from other sources were 
not.

In 2010 communities did not issue municipal bonds or received loans either 
from the state budget or commercial banks.

Absence of legal basis for implementation of mandatory and delegated powers 
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of LSGs poses serious problems both for the LSGs in terms of defi ning minimum 
volumes of fi nancial resources required for their implementation, and the state 
authorised agencies in terms of establishing proper supervision over implementation 
of those powers by the LSGs.

According to the law on Local Self-government in Yerevan, for the fi rst time 
a unifi ed budget of Yerevan was adopted and executed in the framework of overall 
budget process of 2010. This has had signifi cant implications for aggregate budget 
indicators. These have increased palpably in comparison with those for the previous 
periods.

In the course of 2010 hardly any serious legal or practical change or reform has 
been undertaken towards expanding powers of LSGs, as a result of which the degree 
of decentralisation continues to remain very low.

Comparison of fi nancial indicators selected and assessed with a view to evaluate 
relevance of LSG powers and fi nancial resources with the applicable indicators in 
European countries shows that Armenia is still signifi cantly behind, in particular, in 
terms of the shares attributed to community budget in total public expenditures and 
GDP, as well as per capita spending vs. revenues and expenditures of community 
budgets.

In spite of the signifi cant increase in community budgets in the recent seven years 
in terms of both absolute values of revenues and expenditures and actual execution 
rates, still vast majority of communities in the country are not in a position to 
implement the inherent powers mostly because of insuffi ciency of fi nancial resources 
(among other reasons); in the meantime, reforms implemented in 2004-2010 have 
not had any signifi cantly positive impact upon the level of services delivered by 
municipalities or, in general, on the living standards of population.

As in the previous years, in 2010 Armenia has not recorded any serious progress 
towards development of local democracy.

LSG elections, except for Yerevan, are done through majoritarian system in 
the context of weak competition. Elected posts are mainly distributed among two 
major political parties (Republican Party and Prosperous Armenia) and independent 
candidates, which has been the case in the previous years. There is no progress in 
activity or autonomy of community councils. Representation of women in elected 
posts continues to remain extremely low. In contrast to elected posts, there is 
hardly nay gender inequality observed in the staffi ng of municipalities. Very rare 
are cases when communities apply modern techniques of public awareness in their 
everyday activities. LSGs continue to “win awards” of rotten locks for the excessive 
confi dentiality and bad performance. The number of complaints in respect of 
operations of LSGs addressed by citizens to the Human Rights Defender increases.

Despite the fact that the law on Municipal Service is meant to promote 
involvement of well educated and professionally capable human resources in the 
municipal service, as well as to protect municipal servants against politically driven 
improper reshuffl ings, nevertheless, in real life municipal servants are heavily 
dependent upon situational changes.
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The law on Local Self-government requires secondary vocational or university 
education in case of the heads of municipalities. In spite of this requirement this 
Article continued to be idle like in previous years. 

Hardly anything has been changing in the system of decision-making at 
community level for years. Practically the only initiator of any decision in a 
community, as the case has been for many years, is the head of municipality. In the 
meantime, sessions of community councils pass practically all the decisions tabled 
by the head of municipality without any serious discussion.

In terms of using electronic means of communication in the communities it 
should be mentioned that in comparison with the previous years there is certain 
progress but general situation has not changed much. Many communities lack 
proper or reliable internet connection. Moreover, many of them lack other means of 
public awareness (such as newspapers, local television, in some cases even landline 
telephone communication). The situation is satisfactory only in terms of mobile 
communication and almost all the communities have this means. Billboards are also 
available in all the communities.

2010 saw the second round of training for municipal servants launched and 
underway, which was funded from the state budget.

In contrast to the previous years, trainings were delivered to LSGs as well. 
Moreover, training programmes were delivered separately for the LSGs and 
municipal servants. As in 2009, the trainees were communicated only general ideas 
about local self-government, and familiarised with legislation regulating the sector, 
but no technical knowledge or skills were provided.

In addition to state budget funded training programmes, various organisations 
also funded and implemented training programmes.

As before international organisations continued implementation of their 
programmes and projects in 2010 with quite a signifi cant part of these programmes 
targeted local self-government issues. These organisations cooperate with the 
government of Armenia and among themselves. Nevertheless, general coordination 
of their activities still needs improvement.

In general, volumes and quality of services delivered by communities in 2010 
are comparable with those in the previous years.

As before, green planting activities were implemented mainly in urban 
communities, large rural ones and Yerevan. It is interesting to mention that even in 
the capital city per capita areas of common use are 7.5sq.m, which is 2-2.2 times 
less than the established normative. Commendable are the activities of international 
organisations in this area.

There are multiple urgent issues in the area of cemetery maintenance. These are 
built around the need to construct new cemeteries and expansion of the existing ones 
beyond the established sizes.

The existing garbage removal system is characterised by low quality services 
in collecting and removing garbage or their absence especially in small rural 
communities.
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Design of a fi ve-year programme has been undertaken to develop reforms in 
management and operation of multi-apartment residential and non-residential areas. 
As for condominiums they are mostly concentrated in Yerevan, which is unchanged 
from the previous periods.

There were no changes or amendments in the tariffs collected for water supply 
and removal services in 2010. Five companies supplying potable water to population 
registered longer periods of water supply in their respective areas of operation. Several 
pilot projects were implemented with the support of international organisations 
towards installation of centralised heating systems.

Among the tangible changes in transport sector is the reduction of the number 
of mini-buses and their replacement with buses. The effi ciency of bus operation in 
Yerevan is low, and the lack of buses parts of some routes are not well equipped to 
provide quality services. In 2010 29 new buses were imported to Yerevan.

It is important to mention the design of the draft law on Rules of Procedures for 
Implementation of Mandatory Powers Assigned to the Heads of Municipalities in the 
Sector of Pre-school Education. Preparatory classes for children of senior pre-school 
age were created in 41 communities of Ararat and Aragatsotn marzes.

In health sector, in the framework of proportionate territorial development and 
modernisation programme new out-patient facilities were built in rural communities; 
in the meantime, international organisations supported modernisation of some of the 
existing ones.

It may be mentioned that further improvement and development is needed in all 
the municipal services, most of which are too far from being satisfactory.

The following recommendations have been drawn on the basis of the above 
conclusions:

Priority number one in local self-government system of Armenia is still the need 
to expedite reforms along all the sector directions. In the fi rst instance, it is associated 
with the adoption of the legislative acts, which are envisaged by 2005 Constitution 
and are three years delinquent now from the established deadline. These acts include 
rules of procedures for implementation of powers of the heads of municipalities, 
principles of consolidation of de-merger of communities and establishment of 
community unions. The law on Financial Equalisation should be adopted, which has 
passed the fi rst reading, and likewise, draft laws on individual types of taxes, and, 
fi nally, draft and adopt a law on issue of municipal bonds.

Even the adoption of the above legislation may not withdraw the issue of 
designing and adoption of a strategy for development of local self-government or 
decentralisation off the priority agenda. It will enable stipulating the vision of local 
self-government system, the ways to achieve it and timed plan of actions in one 
single document.

It is also necessary to correct the mistake slipped into the package of legal 
documents of 2010 on local taxes, namely, the right to establish rates of property and 
land taxes should be provided to the community councils.
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Further development of local self-government system in Armenia is impossible 
without consolidation of communities and creation of community unions. These 
issues require urgent address.

It is necessary to revise the existing budget provision according to which shared 
tax revenues are defi ned in annual budget laws; it is recommended to incorporate this 
provision in the law on Local Self-government and law on Budgetary System.

It is necessary to design methodologies of estimating unit costs of services 
delivered by municipalities and put them into circulation in order to defi ne the 
minimum fi nancial requirements for provision of services.

With the objective to expand fi nancial sources and volumes for implementation 
of LSG powers, as well as secure diversity of community budget revenues it is crucial 
to involve communities in monetary relations. In particular, it is necessary to design 
and adopt rules and procedures regulating lending to communities by commercial 
banks and other fi nancial institutions, design and effectuate the systems and tools of 
assessing creditworthiness of the communities.

There is a lot to do in the area of developing local democracy. First of all, it 
is about enforcing proportionate elections in the case of community councils in all 
communities. It should be introduced in phases. In the initial phase such elections 
should be held in communities with over 5 thousand population and then spread it 
to all others. It is important to mention that independent candidate (not a member of 
any political party) must be entitled to run the elections with a separate list. Here a 
priority remains that is securing fair and transparent elections.

Second is the priority of securing participation of population in local self-
government. Further to ratifi cation by the National Assembly, it is necessary to 
incorporate relevant additions in the legislation. Nevertheless, before this happens, 
community council can adopt rules of procedures to secure participation and apply 
them in practice.

Third priority is to promote wider application of contemporary means of securing 
public awareness (internet, cable television, et cetera).

In terms of delivery of municipal services it should be mentioned that, as in 
the previous years, it is urgent to address the issues of consolidation and promote 
inter-community cooperation, which would enable expanding fi nancial resources 
channelled to service delivery through economies of scale. At the same time, it is 
necessary to design criteria for service delivery. In this context it is important to 
secure allocation of subventions from the state budget to implement tailored projects. 
Securing infrastructure and technical resources for service delivery would benefi t 
from development of municipal lending systems. Application of various formats of 
cooperation with private and public sectors can signifi cantly promote the effi ciency 
of service delivery.
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Appendix 1: Actual execution of components of the consolidated budgets, and Appendix 1: Actual execution of components of the consolidated budgets, and 

their shares, 2008-2010their shares, 2008-2010

Revenues of the consolidated budget do not include gains from inter-1. 
budget transfers, and expenditures do not include inter-budgetary transfers

Community budget revenues include offi cial transfers received from the 2. 
state budget
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