
 17

9. STATE FINANCES 
  
 9.1. General Statements 

 
 During the last years, the economic stabilization and  same certain signs of growth of its several 
components were recorded in the Republic. The economic entities stared to adapt to the market relations. Mainly. 
as a result of completed fiscal (monetary) policy the expectations of suppliers and consumers on devaluation  
decreased gradually. Alongside with this, the factors detaining the development of positive potential keep 
operating.  Hard financial situation of the enterprises of the real sector, the continuing growth of mutual non-
payments and volume of barter transactions have an influence on formation of budget revenues. The volume of 
expenditures on internal and external debt servicing is still significant, which reduced the possibility of financing of 
the other social and economic spheres. 
 During the last years, the financial situation remains problematic in the Republic. On one side, the 
strengthening of monetary and credit regulation, the segmentation of the financial market, the reconstruction of 
the State Budget entailed to a decrease in the Budget deficit and devaluation rate, and to the stabilization of the 
exchange rate, while the low level of tax collection (until 1997) on another side became one of the reasons of 
financial instability. A negative impact on the inflow of sources for the Budget revenues have such factors, as the 
significant (accumulative) level of decline in the production sector of the economy, a difficult financial situation of 
the main part of enterprises, the extending system of non-monetary payments and attempts for in cash payments 
(including foreign currency) between the legal persons, without recording the transactions in the accounting 
books, the increase of mutual non-payments are. 
 The development of economic relations as inside of the Republic, as well as in inter-state level, was kept 
back significantly by the financial instability, especially by the crisis in non-payments. 
 the non-payments were mainly occurred due to  the low efficiency of the main part of enterprises, lack of 
recourses to supplement the inventory stocks at the major part of enterprises. The interest rates for credits are 
still high (and exceeded the level of profitability of the real sector). The financial markets are under-developed, the 
improvement of the fiscal system is not competed yet, and as a sequence, there is an irregular distribution of 
taxing between the economic sectors. Not complete collection of taxes is stipulated by a number of sequences 
and factors of general-economic, legislative-normative and organizational character. 
  
 9.2. Budget Revenues 
 
 The tax-budgetary policy of the RA Government during the last two years, was targeted mainly at the 
Budget implementation, improvement of the Budget methodology, tax legislation, increase of the level of tax 
collection. Particularly, the actions were undertaken, a number of changes in the legislation were adopted to 
facilitate the profit tax rate. As a result of consecutive implemented procedures the State Budget revenues 
increased by 4,5% in 1996 over 1995, by 34,7% -in 1997 over 1996 and by 33,6% in 1998 over 1997 (see Annex 
3). Such a dynamics of the Budget revenues collection is stipulated by the implementation of procedures targeted 
at the improvement of the tax policy. Due to the undertaken procedures the State Budget was supplemented 
mainly at the expense of domestic sources. Thus, the inflows of the Budget revenues at the expense of domestic 
sources comprised 88,8% in 1997, while in 1998 they comprised 90,4%. 
 The tax revenues in the State Budget comprised 101,4% of the verified annual plan in 1998. The 
structure of tax revenues has changed in favour of indirect taxes (see Annex 3). This fact was stipulated 
particularly by  the application of a new State Law on Value Added Tax since 1 July 1997.  At the same time, the 
revenues from the profit tax were reduced by 26,4% in 1998, in comparison with 1997, that was conditioned 
mainly by the application of a new State Law on Profit Tax since 1 January 1999, foreseeing the taxing interest 
rates and changes in tax basis, as well. 
 A new law on income Tax was adopted also. According to this law the physical persons are exempted  to 
pay taxes for the received interest rates and profit shares, promoting the growth of savings of the population. 
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 9.3 Budget  Expenditures 
 
 Since 1996 the increase in the share of expenditures over GDP was recorded. Thus, the expenditures 
over GDP have increased by 0,8 percent points in 1998, in comparison with 1996, while in comparison with 1997 
- by 0,9 percent points (see Annex 3). In the Budget expenditures the share of expenses on purchase of goods 
and services is significant. During the last years, especially 1998, a number of reforms in the health care, 
education systems and improvement of their financing, as well as in payment of debts accumulated in1997 were 
foreseen. It should be noted that  in 1998 the program expenditures foreseen for the earthquake disaster zone 
were completely financed. 
 The budget deficit over GDP has decreased by 5,4 percent point in 1998, in comparison with 1994, by 
4,5 percent point over 1995, by 2,9 - over 1996, by 1,0 percent point in comparison with 1997 and comprise 1,5% 
(see Annex 3).  
 
 
 9.4. Banks, Financial Organizations, financial Tools  

 
 The essential reforms and liberalization of financial system in the Republic were started in 1994. 
However, the financial crisis of the Russian Federation burned in August 1998, has its own influence upon the 
economy of the Republic, and, as a sequence, there was a decrease in the volume of industrial produce 
production and the volume of export of goods by 2,5% and 3,9% correspondingly in 1998, in comparison with 
1997. This factor can't be reflected  on the financial activity of economic entities of the Republic, that has a trend 
of stabilization during the last 2 years. The mutual non-payments have increased and by the end of 1998, the 
creditor arrears exceeded the debit arrears by 114522 mln. drams, or by 29,8% (by 31,7% in industry and by 
79,0% in construction).  
 The reforms were targeted mainly on reconstruction and centralization of the banking system and were 
accompanied with dissolution or merge of a number of small banks. at present, the banking system has a 
prevalent role  in the financial system of the Republic. As of 1 January 1999, the monetary and credit system  of 
the Republic consists of the Central bank of RA, 31 commercial banks included in 3 departments of foreign banks, 
20 licensed insurance companies, out of which only 12 are operating, 2 investment companies, 3 stock 
exchanges and several stockbrokers offices. It should be noted, that the number of commercial banks has 
reduced by 21 units by end of 1998, in comparison with 1994, while  the number of affiliates of commercial banks  
has increased by 54 units and comprised 175 in 1998. By the way, over 60% of assets of the commercial banks 
was the share of 6 biggest banks. At the same time, the stocks of deposits of physical persons in the  banks has 
increased significantly and comprised 20962 mln. drams by end of 1998, over the beginning of the year, 
increasing by 9133 mln. drams or by 1,8 times.  

The Central Bank of the Republic executes the development and management of the monetary and 
credit policy, licensing of the commercial banks activity, regulation and control over  their activities. The Ministry of 
Finance and Economy implements the licensing and regulation of non-banking financial organizations.  
 At present, the republic passes to the liberalized system of monetary and credit management. The 
Central bank of RA used the Repurchased Agreements (REPO) as a main short-term tool in regulation of the high 
liquidity. The REPO transactions more often replace the intervention of a huge amount of foreign currency into the 
market and credit auctions, which the Central Bank of RA used as a principal tool in monetary-credit regulation 
during the last years. State securities  (treasury bonds) are the most saleable financial tool at present.
 According to the preliminary data the Bunking system of the Republic has finalized the year 1998 with 
essential growth in quantitative indicators, but simultaneously, the qualitative development of the Banking System 
is underway. Thus the total capital of banks comprised 26,3 bil. drams as of 1 January 1999 and has increased by 
51,5% in comparison with 1 January 1998, while the authorized capital  of banks has increased by 37% at the 
same period. At the same time, the total assets of the banking system have increased by 49,9% in 1998. One of 
the major procedures during 1998 was the introduction of international standards in accounting and reporting of 
the banks of the Republic. This will enable to organize the preparation of financial reports on the basis of 
international standards and principals. 
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 In 1998, while the GDP has increased by 7.2%, the money supply has increased by 38.2%. The deposits 
by the foreign currency have increased by  67.3% and comprised 40,6% of money supply, that is stipulated by so 
called "dollarization" of  economy phenomenon. Due to the financial crises in the Russian Federation where the 
confidence on the banking system has reduced, the in cash and in foreign currency payments became prevalent 
with the Russian Federation and with other CIS countries, as well. This in its turn, makes very beneficial for the 
economic entities to maintain  their assets in foreign currency. 
 The volume of credits provided by the Banking System has consecutively increased  and, as of 1 
January 1999, has increased by 29,4%, over 1 February 1998. The interest rate of refinancing determined by the 
Central Bank of RA comprised 39.0% by end of 1998, versus  52% in 1995, 60% in 1996 and 54% in 1997 (see 
Annex 3).  
 In the Banking System of RA the expenditures of cash turnover exceeded the amount of revenues by 
10719 mln. drams in 1996, in 1997 the revenues exceeded the expenditures by 5416 mln. drams, while in 1998 
the cash turnover revenues comprised 306371.4 mln. drams and expenditures - 308746.7 mln. drams and 
exceeded the amount of revenues by 2375.3 mln. drams. 
 Until the second half of August 1998, the exchange rate for US dollar has not essentially fluctuated. 
Since the second half of August the exchange rate of RA dram over USD has  certainly decreased. for instance, 
in August 1998 the devaluation of the local currency comprised 0.06%, in September - 1,1%, in October - 0,3%, in 
November - 1,4% and in December -  0.9%. 
 The exchange rate for US dollars defined by the Central Bank of RA comprised 522,03 drams as of 30 
December 1998, and has increased by 5,3%, in comparison with the beginning of the year. The average annual 
exchange rate for 1 USD  comprised 504,87 drams in 1998. Since the introduction of the national currency - the 
Armenian dram in 1993, the average annual exchange rate for USD has increased by 1.75 times in 1998, over 
1994; by 24,4% - over 1995, by  22.1% -over 1996 and by 2.9% - over 1997. 
 
 

 


