Hamazasp
GALSTYAN

PhD in Economics

In 1989 he graduated from the
Faculty of Planning and Economics
of Yerevan Institute of National
Economy (now ASUE). In 1980-
1982 he served in the Soviet armed
forces. In 2004 he received the
scientific degree of candidate of
Economics. In 2004-2003 he taught
at the RA Academy of Management,
the European Educational Regional
Academy and the Armenian Institute
of Tourism.

He is a senior researcher at
"Amberd" Research Center at ASUE.
He is the author of more than three
dozen scientific and analytical
articles and 3 monographs.

Yo\ https://orcid.org/0000-
0001-9014-5892

REGIONAL DEVELOPMENT

ENLARGEMENT IN THE

RA COMMUNITIES:
CHALLENGES AND
OBSTACLES

DOI: 10.52174/2579-2989_2023.6-22

Key words: enlargement of communities,
administrative and fund expenditure,
decentralization of powers

The development prospects of each country and
the proportional development of its territorial units
primarily hinge on the establishment and effectiveness
of the state, territorial administration, and local
self-government systems.

In a broader sense, the system of administrative
territorial division plays a crucial and indispensable role
in fortifying the capacity of communities and advancing
the local self-government system. In any country with
a stable democratic system, administrative territorial
units undergo certain changes over time, aligning with
the state's priorities and the resources at its disposal.

N o state can achieve effective public
administration without stable and functional
regional and local self-government systems. At the local level,
one of the primary objectives of administrative territorial
reforms is to enhance community management efficiency by
introducing optimal service delivery structures. This aims to
ensure active public involvement in these initiatives and the
local self-government process.

The constitutional framework for the local self-
government system in the Republic of Armenia (RA) was laid
out by the citizens in the 1995 constitutional referendum.
The Constitution guaranteed local self-government as a
fundamental pillar of democracy in the RA', with administrative
territorial units defined as marzes and communities. The
administrative territorial division is further specified by law’.

' RA Constitution, Article 9, https://www.arlis.am/documentview.aspx?doclD=102510
* The same place, Article 121 https://www.arlis.am/documentview.aspx?docID=102510



In 1995, the Law "On Administrative Territorial Division"
divided the RA into 10 regions and the city of Yerevan®, which
holds marz status. However, the high level of fragmentation
with 919 municipalities hindered the improvement and
development of the local self-government system in a
relatively small country like the RA. Many communities with
limited resources struggled to build infrastructure, repair
roads, or make other capital investments.

To address these challenges, administrative territorial
reforms in the RA began in 2011 with the approval of the
"Community Enlargement and Formation of Inter-Community
Associations Concept" by the RA Government. Over the
following five years, the unification of communities with small
populations and limited financial resources was actively
implemented in stages. As a result, the number of
communities decreased from 915 to 64 as of December 1,
2023. However, the reform process is ongoing and has not
yet reached its conclusion.

Currently, nearly all communities in all regions of the
RA have undergone enlargement, with the exceptions of
Shamiram in Aragatsotn region, Verin Dvin in Ararat region,
Ferik in Armavir region, Arzni in Kotayk region, Gyumri in
Shirak region, as well as Fioletovo in Lori region.
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PICTURE 1
\ The administrative territorial division
of RA by regions (on 1.01.2023. as of now)*

* RA Law "On Administrative Territorial Division", Article 2, https://www.arlis.am/

documentview.aspx?docid=25633

The data were collected and compiled by the authors based on the RA Law "On
Administrative Territorial Division" with revisions of the relevant years,
https://www.arlis.am/documentview.aspx?docid=25633
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The administrative territorial reforms in the
RA, specifically the community enlargement
process, have led to an increase in both the
administrative territories of communities and
their populations.

It is crucial to note that this process is not
an end in itself; rather, it is driven by various
motives, including:

1. The challenging financial situation

faced by small communities in the RA

In general, noticeable socio-economic
disparities existed among all the mentioned
communities before the enlargement. These
disparities were attributed to varying financial
capabilities, population sizes, land resources
in administrative areas, as well as differing
geographical and socio-economic conditions.

For instance, in 2010, a significant
proportion of municipal budgets (56.6%,
equivalent to 83.6 billion drams) came from
the city of Yerevan. Following Yerevan, the
highest indices were observed in Armavir
(5.9%) and Shirak (5.9%) regions, while
Vayots Dzor region had the lowest share at
1.3%.°

Furthermore, recent budget analyses
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for all the RA communities underscore the
precarious financial state of small
communities. These studies reveal that
only 6-7% of the RA consolidated budget
constitutes the municipalities' share, an
amount that is notably small in absolute
numerical terms. Additionally, at least 45%
of municipalities struggle to cover personnel
and community maintenance costs, making it
financially impractical for these communities
to fulfill their legal responsibilities. It is
crucial to note that approximately 80% of
communities during this period were unable
to form a budgetary fund, posing significant
challenges to the economic development of
these communities.®

Prior to the enlargement, a considerable
portion of the expenditures in several small
communities in the RA were allocated to
salaries of municipal employees. The majority
of these costs were administrative and
primarily directed toward providing general
community services. To illustrate, let's examine
the case of Tsaghkahovit community in
Aragatsotn region, the RA, which underwent
enlargement in 2017 and now includes nine
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\ The ratio of administrative and capital cost of Tsaghkahovit community

of Aragatsotn region, the RA, 2012-2022 (thousand AMD)’

> 5Website of the RA Ministry of Territorial Administration and Infrastructure, budget revenues of the RA communities, 2010
budget reports, https://www.mtad.am/pages/budgetary-revenues-ra-communities
® "Enlarging the communities of Armenia: a preliminary study", Yerevan 2008, Community Finance Officers Association,

https://api.cfoa.am/5cb3b02eda3bcConsolidation_last-Arm.pdf
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Tsaghkahovit community: 2012-2022. budget reports, http://aragatsotn.mtad.am/community-budgetary-expenditure/

Acquaintance. Tsaghkahovit community of Aragatsotn region, RA: 2012-2022. the income analysis was carried out by combining
these data, in particular, before the enlargement, before 2017 the Tsaghkahovit community and the former 9 communities
included in it, the data necessary for the analysis (income, expenditure) were added together in order to make the comparison
with the incomes of the enlarged Tsaghkahovit community after 2017 comparable.



settlements: Berqgarat, Geghadir, Geghadzor,
Gegharot, Lernapar, Tsilkar, Hnaberd,
Norashen, and Bardablur.

As we are aware, municipal budgets are
structured into administrative and fund
budgets of the municipality to ensure the
adequacy of powers exercised by local self-
government bodies and their funding®.
Administrative costs are allocated for
addressing the community's current issues,
while fund costs are primarily directed
towards implementing capital expendi-
tures, such as constructing kindergartens,
improving roads, and asphalt paving.
Consequently, the more a community invests
in fund expenditures, the more it sets the
stage for long-term economic development.

The data presented in Chart 1 indicates
a significant increase in capital costs in the
Tsaghkahovit community after enlargement.
Moreover, it is worth noting that, in addition
to absolute values, fund costs have also seen
a rise in relative values post-enlargement,
accounting for 12%, 11%, 26%, 22%, 25%,
and 31% of total costs from 2017 to 2022,
respectively. In contrast, or 2012-2016, before
enlargement, were 17%, 18%, 4%, 4%, and
12% in respective years, relative to total
costs. This suggests that after enlargement,
the Tsaghkahovit community experienced a
significant increase in capital costs, signaling
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positive efficiency due to the scale effect of
enlargement.

2. Problems of increasing the efficiency
of the provided public services and
ensuring their availability among the
residents of the community

In broad terms, enlargement can yield both
positive and negative effects on the efficiency
of local self-government in communities and
the accessibility of public services to
residents. Public services whose organization
falls under the jurisdiction of local
governments by law are termed community
services. Consequently, ensuring the proper
provision of community services stands out
as one of the primary responsibilities of local
governments.

Summarizing the data presented in
Chart 2, it is evident that in the Tsaghkahovit
enlarged community during the period of
2012-2022, the per capita total for community
services amounted to 11,700, 11,440, 13,340,
13,340, 15,600, 17,000, 12,800, 15,800,
15,500, 17,850, and 17,700 AMD. Notably,
there is an observed increase in these costs
after the enlargement, raising the possibility
of a correlation with a higher rate of inflation.
This complexity suggests that making
an unequivocal claim about the optimal
management of per capita administrative
costs post-enlargement is challenging.
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CHART 2

\ General community services per capita of Tsaghkahovit community of Aragatsotn

region RA, 2012-2022 (AMD)°

® RA Law "On the Budget System", Article 28, https://www.arlis.am/documentview.aspx?docid=75497
? Tsaghkahovit community: 2012-2022. budget reports, http://aragatsotn.mtad.am/community-budgetary-expenditure/
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3. Decentralization of powers

In the process of community enlargement,
focusing on local economic development
necessitates an expansion of the capabilities
and opportunities available to communities.
This expansion goes beyond merely
increasing financial resources; it also
involves quantitative and qualitative changes
in powers. However, certain communities
face challenges in pursuing economic
development due to the absence of relevant
sector powers. Moreover, some communities
encounter difficulties in fully implementing
the powers delegated to them by law.

Consequently, a community conducts its
ongoing activities using both self-assigned
powers aimed at addressing mandatory and
voluntary community issues and those
delegated by the state. The delegated
powers are subject to mandatory funding
from the state budget, as specified by the
"Local Self-Government" law."®

The community possesses a range of
inherent powers, encompassing the protection
of citizens' and economic entities' rights,
financial activities, defense organization,
urban planning and communal economy,
land use, transport, trade and services,
education, culture, youth work, healthcare,
physical culture, sports, agriculture, as well
as nature and environmental protection.
However, municipalities, particularly prior to
the enlargement, often face challenges due to
insufficient financial resources for executing

these powers. Additionally, there is a lack
of an evaluation mechanism to assess the
ongoing effectiveness of implementing the
powers outlined in the law.

Within the analysis conducted in the
enlarged community of Jermuk, a comparison
of community expenditures was made based
on the areas of authority of the community
leader. The findings revealed that since 2016,
the Jermuk community has predominantly
allocated its costs to the following key sectors:
general public services, education, transport,
environmental  protection, and waste
collection. However, a significant portion of
the powers mandated by law, directly linked

to the community's long-term and sustainable
development, saw limited implementation.
The community continued to primarily
function as a provider of basic services,
despite a slight shift in recent years. For
instance, there was a decrease in housing
construction costs (from 0.36% of the total
in 2018 to 0.1% in 2020) and community
development costs. Nevertheless, aspects
crucial for the community's sustainable
development, such as enhancing the
business environment, allocations for
community property management, business
environment improvement, tourism
development, and healthcare systems,
remained at negligible levels.

Consequently, post-enlargement, despite
an increase in municipal budget inputs and
the availability of financial resources, the
community is constrained to invest primarily
in infrastructure construction and deliver
essential public services. Key areas such as
public services, education, transportation,

environmental protection, and garbage
collection  continue to account for
a substantial portion of the budget
expenditures in the Jermuk community.
Attributing this challenge solely to
insufficient financial resources may be
oversimplified, as the enlargement of

municipalities, accompanied by expanded
budget revenues and economies of scale, did
not result in significant quantitative changes
in powers. It is plausible that the community
may not be prepared to assume such powers
even with adequate financial resources.
Therefore, the extension of legislative
requirements uniformly mandating the
exercise of powers to address mandatory
problems across all communities, without
considering their unique characteristics,
renders their practical feasibility unrealistic."

Therefore, the administrative territorial
reforms in the RA should logically progress
by introducing effective = mechanisms
for expanding powers and providing
corresponding financial support.
Considering the 5-year experience of
certain  municipalities  post-enlargement

' RA Law "Local Self-Government", Article 10, https://www.arlis.am/documentview.aspx?doclD=73271
"' K. Tatosyan, "The impact of the enlargement of communities in the context of the effective implementation of local government
powers (by the example of the enlarged Jermuk community)", BANBER ASUE, 2022.2, pages 69-73.



and the potential for relatively efficient
allocation of financial resources resulting
from enlargement, the logical next step in
municipal enlargement should involve the

decentralization of powers and the
implementation of an evaluation system to
assess their effectiveness.
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REGIONAL DEVELOPMENT . SUPUTLUShUL RUNYUSNhU . PETMOHAJIBHOE PA3BUTUE .

Amasacn FAJICTAH
Cmapwuli akcnepm uccnedosamesnbckozo yeHmpa «Ambepo», AlDY,
KaHOUOam SKOHOMUYECKUX HayK

Kpuctune TATOCAH
AcnupaHm Al3Y
PETMOHAJIbHOE PA3BUTUE

YKPYNHEHUE OBLUWH PA: Bbi3OBbl U NPEMATCTBUA

lMepcneKTrBbI Pa3BMTUA Ka ol CTpaHbl M NPONOPLIMOHaNbHOE Pa3BUTHE TEPPUTOPUANBbHBIX ANHUL,
3aBUCAT MPEK/E BCEro OT TOro, HaCKOMbKO CCPOPMMPOBaHbI CUCTEMbI FOCYlAapCTBa, TEPPUTOPUATLHOTO
ynpaBieHns 1 MECTHOIO camoyrnpaBieHua AaHHOro rocyjapcraa.

B uenom cuctema agMnHMCTPaTUBHO-TEPPUTOPUATLHOTO iE€NIEHNUA ABNAETCA CEPbE3HbIM U CYLLIECTBEH-
HbIM (paKTOPOM yKpenneHus noTeHumana ObLUWH U Pa3sBUTUA CUCTEMbl MECTHOTO CaMOyrpaBieHUs.
B kampoii ctpaHe co ctabunbHoli AemMoKpaTU4ecKoil cUCTeMOli aiMMHUCTPaTUBHO-TEPPUTOPUAbHbIE
€[VHULbI C TEYEHUEM BPEMEHU NpeTeprneBatoT onpefeNneHHbIe U3MEHEHNA, afanTUpyACh NpuopuTeTam
rocyAapcTsa M MMEOLLIMMCA pecypcam.

KnroueBble cnosa: YKpynHeHue, GaMUHUCITIPGmUBHbIe u CI)UHGHCOBbIe pGCXoabl, noJIHomo4usA



