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The paper discusses the efficiency of fiscal decentralization policies within the 

scope of ongoing local self-government system reforms in Armenia. The aim of the 

research is to gather empirical evidence on linkages of fiscal decentralization and socio-

economic development of the Republic of Armenia, and inform policy makers on local 

self-government reforms and fiscal decentralization policies. To achieve the objective, 

econometric method was applied in the form of fixed effects panel regression models. As 

a result of the research, we found out that fiscal decentralization has significant and 

positive effects on public social services, but nonsignificant effects on poverty, 

unemployment and economic activity. The paper revealed that institutional design of 

decentralization policies is crucial, and for future research the channels by which local 

governments influence these measures should be investigated. The research also 

revealed that efficiency of fiscal decentralization varies by administrative divisions of 

Armenia which can be explained by the economy of scale effect and quality of 

administrative management.  

 

                                                 
1
 This paper also presents the basic results of the study conducted within CRRC-Armenia's 

Research Fellowship on Civic Engagement in Local Governance by N. Karapetyan.  
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INTRODUCTION 

Fiscal decentralization is devolution of fiscal power from the national 

government to the subnational ones (Davoodi and Zou, 1997). The issue of 

fiscal decentralization and the theories that were attempting to ground it 

emerged after the 1950-1960s, when a large-scale government involvement in 

the economy brought forward concerns over public sector efficiency and its 

ability to sustain permanent economic growth rates. This brought the issue of 

optimal allocation of fiscal authority between different government layers to the 

academic and policy debates and raised the tradeoff between the benefits and 

the costs from making decisions at different federal levels (Asatryan and Feld, 

2014). A range of empirical studies have followed theoretical discussions since 

the 1970s, estimating the links of fiscal decentralization and socio-economic 

development, where fiscal decentralization was measured by local government 

spending to public spending, local government revenues to public revenues, or 

local government spending/revenues to GDP ratios. These studies yielded 

diverse results which were shaped by different samples and methodologies 

used. 

Tumanyan (2004) differentiates three stages for fiscal decentralization in 

Armenia, which has begun since 1995, with structural and institutional reforms 

in the public sector. At the first stage of fiscal decentralization in Armenia (1995-

1996) local self-governance system was formed. At the second stage (1997-

2001), the legislative base was expanded and local self-governance system 

was developed, and at the third stage (after 2002) new legislation for local self-

governance system was established, which led to a further expansion of the 

power of local self-governance bodies. After 2002, the degree of fiscal 

decentralization slightly changed from 5.7%, measured by local government 

spending to public spending ratio, to 6% in 2008, and 8.5% in 2010
2
. In 2011, 

the RA Government stated that local self-government system was not ready for 

a further decentralization at that stage of development, and amalgamation of 

municipalities is needed for the process (the RA Government, 2011).  

Amalgamation of municipalities started in 2015, and had three stages till 2017, 

and, as a result, around half of municipalities in the Republic of Armenia were 

amalgamated  (CFOA, 2017)
 3
. From 2010 to 2017, local government spending 

to public spending ratio decreased - in 2017 reaching 8.1%, and this level is 

now very far from that of the developed countries
4
. 

                                                 
2
  Data source: the authors’ calculations on the data from RA Statistical Service and RA Ministry of 

Territorial Administration and Development. 
3
 465 municipalities from 915 were amalgamated from 2015 to 2017, from which 325 were 

amalgamated during 2017.  
4
  Municipal budget spending to GDP ratio was 2.2% in Armenia in 2017, whereas in EU it was more 

than 10%.  
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The current phase of local self-government reforms in Armenia arises an 

important question for academic research: what impact does fiscal 

decentralization have on social and economic development?  This issue has 

never been studied from the empirical point of view for Armenia, and evidence-

based research could inform the government about further reforms and policy 

decisions, in the perspective of the fourth stage of fiscal decentralization. 

In this paper, our objective is to assess the impact of fiscal decentralization 

on social and economic development of the Republic of Armenia, and contribute 

not only to professional discussion on fiscal decentralization and local self-

governance reforms in Armenia, but also to understanding of the empirical link 

of fiscal decentralization and socio-economic development.    

The paper is organized as follows. The first section contains the insights 

from the existing theoretical and empirical studies. Second section sets the 

research question, describes the data and methodological strategy used in the 

study. The third discusses the empirical results. The fourth section gives the 

summary and conclusion. 
 

1. THEORETICAL DISCUSSION 

The discussions in favor of fiscal decentralization were supported by the 

theory of fiscal federalism, which is based on two complementary assumptions 

– better positioning to consumers of public services and competition among 

local governments, which will improve the quality of public services (Tiebout 

(1956), Oates (1972)). Developing this theory to the empirical dimension and 

using panel regressions for groups of countries, several researchers (Piriou-Sall 

(1998), Thiessen (2003), Limi (2005), etc.) found positive linkage between the 

degree of fiscal decentralization and economic growth. Martinez-Vazquez and 

Mcnab (2006) also claim that decentralization may positively influence price 

stability in developed countries.  

At the same time, a number of researchers criticize the theory of fiscal 

federalism, and outline different pitfalls of decentralization. Era Dabla-Norris 

(2006) argued that the effectiveness of fiscal decentralization is influenced by 

the institutional design and capacities of the government layers. Following the 

theoretical model of Bardhan and Mookherjee (2000), fiscal decentralization 

transfers public resources from national to local elites, thus increasing 

opportunities for corruption. The criticism is based on empirical evidence and it 

states that fiscal decentralization can have a negative effect on economic 

development, if arising risks are not managed properly. Davoodi and Zou (1997) 

mentioned that in the advanced countries fiscal decentralization usually had a 

positive effect on economic development, but the opposite is true in the 

developing countries. Rodriguez-Pose and Ezcurra (2010) control fiscal 

decentralization effects on economic growth in 21 OECD countries with political 

and administrative decentralization (data span is 1990 to 2005). They found out 

that fiscal decentralization has a significant negative impact on economic 

growth, which is explained by high levels of fiscal decentralization in the given 

countries.  

However, recent research also stated that the estimated robust empirical 

links (negative or positive) could vanish depending on methodology. Applying 

Bayesian model averaging technique, Asatryan and Feld (2014) found no 
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statistically significant relationship between economic growth and fiscal 

decentralization for the sample of 23 OECD countries.  

Ganaie et al. (2018) apply methodological strategy different from papers 

discussed above to estimate fiscal decentralization effects on economic growth 

for India. They built a panel for 14 Indian states with data span of 1981-2014, 

and estimated effects of revenue and expenditure decentralization effects on 

state domestic product. They found that there is a significant positive 

relationship between expenditure decentralization and state domestic product, 

and significant negative relationship between revenue decentralization and 

state domestic product. 

The effects of fiscal decentralization have been studied for separate 

countries also by the method of estimating linkages of local government budget 

expenditures and social-economic indicators of the municipalities (mainly using 

services provided by municipalities:  road building, schooling, cultural facilities, 

etc.). These studies mostly point to a negative association if local government 

expenditures are financed by subsidies from central government, and to positive 

linkage, if they are financed by self-generated revenues (De Borger and 

Kerstense (1996), Kalb (2010), Štastna and Gregor (2011)). 

 

2. RESEARCH QUESTION, DATA AND THE MODEL  

As the last section demonstrates, the question of impact of fiscal 

decentralization on economic development is conflicting. At the same time, 

although the political and fiscal decentralization occurred in Armenia after 

institutional reforms of the 1990s, empirical evidence on linkages between fiscal 

decentralization and socio-economic development is missing. Taking into 

account the current phase of local self-government system reforms and the 

degree of fiscal decentralization in Armenia, the need of filling this gap is critical 

for policy making.  

Our aim is to fill this gap by answering the question: how does fiscal 

decentralization affect social and economic development in the Republic of 

Armenia? 

To achieve this objective, we estimate a fixed effects panel regression 

model for Yerevan and ten provinces on the sample of 2008-2016. We regress 

social and economic indicators of administrative divisions on ratio of per capita 

local government budget spending to central government one, which is the 

fiscal decentralization variable
5
 (the data that is behind this estimation is 

presented in Table 1). In the general methodological context, we follow Ganaie 

et al. (2018), who estimated fiscal decentralization effects for states of India. 

The main difference is that they apply also revenue measure for fiscal 

decentralization, but use only state domestic product as a dependent variable. 

Considering a big number of potential dependent variables in the models, 

we combine them into two variables for groups of “social services” and 

“economic activity”, applying principal component analysis technique
6
.  

                                                 
5
  If the fiscal decentralization variable increases, it means that per capita budget spending of local 

government grows faster than per capita budget spending of central government. 
6
  Principal component analysis (PCA) is a mathematical procedure that transforms a number of 

possibly correlated variables into a smaller number of uncorrelated variables called principal 

components.  
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Table 1  

The indicators used in the models and their statistical properties in the  
data panel (provinces and Yerevan, annual data) 

 

Indicator 
group 

Indicator Average Min. Max. Source 

Public 
spending 

1. Government per capita 

spending, thousands AMD 
23,5 12,6 73,0 RA Ministry of 

Finance, RA Ministry 

of Territorial 

Administration and 

Development, the 

authors' calculations 

2. Local governments per capita 

spending, thousands AMD 
359,1 250,3 485,3 

3. Local governments’ per capita 

spending/central government 

per capita spending, % 

6,5 4,4 16,6 

Housholds Poverty rate, % 31,8 10,4 48,3 RA Statistical 

Committee 

(Households surveys) 

Labour 
market 

Unemployment rate, % 14,0 3,3 30,2 

Social 
sevices 

1. Number of attendances to the 

institutions providing primary 

health care services per capita  

3,4 2,3 6,3 

RA Statistical 

Committee and  the 

authors' calculations 

2. Share of pre-school children in 

population of province, % 
1,9 0,7 3,1 

3. Consumption of drinkable 

water per capita, cubic meter. 
25,3 8,7 82,0 

4. Volume of wastewater 

discharged in sewage per 

capita 

8,3 0,5 73,9 

5. Share of improved area of 

streets, passages and squares 

of urban settlements in total 

area, % 

73,3 34,1 95,0 

Economic 
activity 

1. Volume of industrial output per 

1000 people, mln AMD 
330,6 38,6 1488,3 

RA Statistical 

Committee  and the 

authors' calculations 

2. Volume of agricultural output 

per 1000 people, mln AMD 
360,3 4,4 770,4 

3. Volume of construction per 

1000 people, mln AMD 
101,5 3,7 773,0 

4. Volume of services per 1000 

people, mln AMD 
135,4 27,7 950,5 

5. Volume of trade per 1000 

people, mln AMD 
190,2 43,3 1140,2 

 

Source:  Authors’ calculations 

 

This technique is applied in the literature of analysis on fiscal 

decentralization effects for a country – regressing principal component (PC) of 

socio-economic development indicators of the municipalities to budget spending 

of local governments (as is described in the study of Štastna and Gregor 

(2011)). We build one PC from indicators of social services, and one from 

indicators of economic activity. Each principal component accounts about 60% 

of all variability (information) of groups of these indicators.  

 To estimate the effects of fiscal decentralization, we build fixed effect 

panel regression models. In fixed effects regression the intercept differs across 

individuals (here - the administrative divisions), but each individual’s intercept 

does not vary over time (Gujarati, 2012). This gives us also a tool to analyze 

fiscal decentralization effects on socio-economic development for different 

administrative divisions.  

These models are expressed as follows:   
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where C denotes dependent variables, B1 – intercept, B2 – fiscal 

decentralization measure, i = 1, 2, …, 11 (administrative divisions of Armenia), 

t = 1, 2, …, 9 (2008-2016), εit- error term of the regression model.  

 

3. RESULTS AND DISCUSSION 

We estimate the models with OLS, and show estimation results in Table 2 

– regression coefficients, their significances and determination coefficients of 

the models. 
 

Table 2  

Estimation results of the models 
 

The model 
Dependent 

variable 
Regression 
coefficient 

Significance 
(prob. < 0.05) 

Goodness of 
fit of the 

model (R-sq.) 

1 Fiscal decentralization - 

poverty 

Poverty rate (%) 0,03 0,94 0,73 

2 Fiscal decentralization - 

unemployment 

Unemployment 

rate (%) 

0,10 0,13 0,73 

3 Fiscal decentralization - 

social services 

Prinicipal 

component of 

social  services 

0,08 0,03 0,93 

4 Fiscal decentralization - 

economic activity 

Prinicipal 

component of 

economic 

avtivity 

-0,01 0,53 0,97 

 

Source:  Authors’  calculations 

 

Following the results of estimation, regression coefficients of the first, 

second and fourth models are not significantly different from zero. We imply that 

fiscal decentralization has no (positive) effect on poverty, unemployment and 

economic activity, but there is a significantly (in 5% level) positive effect of fiscal 

decentralization on social services.  

Fixed effect regression gives us cross section effects in our models as well 

which we analyze for the model “Fiscal decentralization - social services”. Such 

analysis is important for assessing comparative efficiency of fiscal 

decentralization policies across administrative divisions of Armenia: the higher 

is the cross section effect, the higher is the estimated efficiency of service. In 

Chart 1 we show cross section intercepts for administrative division, which is 

the highest for Yerevan, the capital of Armenia, and the lowest for Aragatsotn 

province. The analysis of this effects shows, that this is positively correlated 

with population which likely shows the economy from scale effect. 
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Source:  RA Statistical Committee  and  the authors’ calculations 
 

Chart 1.  Cross-section effects of  “Fiscal decentralization - social services”  model 

for administrative divisions, and population of RA 

 

Our findings state that fiscal decentralization improves social services for 

public. This is in line with predictions of fiscal decentralization theory which 

states that transferring resources to local governments increases the efficiency 

in provision and production of public goods.  

Yet, fiscal decentralization impact on the economy varies depending on the 

indicators that we consider for overall social-economic development. Fiscal 

decentralization has no significant impact on unemployment and poverty and 

also on economic activity. We believe that these linkages are more complex      

and should be studied by channels by which local governments have an 

influence on these measures. From policy perspective, these findings suggest 

also that a proper institutional design is very important to benefit from the fiscal 

decentralization. These implications are in line with the conclusions made by 

Asatryan and Feld (2014) and Era Dabla-Norris (2006). 

Our research also implies that fiscal decentralization effects on social-

economic development is different in administrative divisions of Armenia, which 

can be explained through economies of scale effect on the one hand, and 

dissimilarities in the quality of administrative management on the other. 

 

SUMMARY AND CONCLUSION  

In this research, we discussed fiscal decentralization effects of social and 

economic development in the Republic of Armenia with empirical evidence. The 

research is noteworthy in the context of ongoing local self-government reforms 

in Armenia, and it aimed at filling the gap of empirical evidence in professional 

discussion to inform policy makers on fiscal decentralization policies. The paper 

also aimed at adding on the theory to understand the fiscal decentralization 

effects on economic development which is conflicting in terms of the trade-off - 

how costs and benefits related to decentralization outweigh each other. The 

starting point in this debate is fiscal federalism theory, originating from the 

1960s, which states that devolution of fiscal power to local governments from 
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central one could increase efficiency thanks to better positioning towards 

consumers of public goods and competition of municipalities with each other. 

The critics of the fiscal decentralization theory emphasize growing instability 

and corruption risks from resource reallocation. Recent literature mentions that 

impact of fiscal decentralization on the economy depends on institutional design 

and capacity of central and local governments (Era Dabla-Norris 2006, Asatryan 

and Feld 2014).  

To bring this academic and policy debate to empirical dimension for the 

Republic of Armenia, we estimated fixed effects panel regression models - 

regressing social-economic indicators of administrative divisions of the Republic 

of Armenia on ratio of per capita local government budget spending to the 

central government one. As social-economic measures we applied poverty rate, 

unemployment rate, social services measure and economic activity measure 

(principal components from bunches of indicators). As a result of estimation, we 

revealed that fiscal decentralization has no significant effect on poverty, 

unemployment and economic activity, but has a robust positive effect on social 

services measure. Analyzing the fixed effects from the regression model of 

social services we also demonstrated that fiscal decentralization efficiency 

varies in administrative divisions of Armenia, which we explain by economy of 

scale effect and quality of administrative management.  

This evidence that fiscal decentralization improves social services for 

public came to prove the fiscal federalism theory statement that decentralization 

improves quality of delivering public goods to society. On the other hand, 

nonsignificant relationship of fiscal decentralization and poverty, unemployment 

and economic activity measure revealed that institutional design of 

decentralization policies is critical, and for future research the channels by 

which local governments influence these indicators should be investigated. 
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Â²ÂàôÈ ØÎðîâÚ²Ü 
ÐäîÐ Ù³ñù»ÃÇÝ·Ç ¨ µÇ½Ý»ëÇ Ï³½Ù³Ï»ñåÙ³Ý ý³ÏáõÉï»ïÇ ¹»Ï³Ý, 
ïÝï»ë³·ÇïáõÃÛ³Ý ¹áÏïáñ, ¹áó»Ýï 
 

Ü²ðºÎ Î²ð²äºîÚ²Ü 
ÐäîÐ Ù³Ïñá¿ÏáÝáÙÇÏ³ÛÇ ³ÙµÇáÝÇ Ù³·Çëïñ³Ýï 

 

üÇëÏ³É ³å³Ï»ÝïñáÝ³óÙ³Ý ³½¹»óáõÃÛáõÝÝ»ñÁ Ð³Û³ë-

ï³ÝÇ Ð³Ýñ³å»ïáõÃÛ³Ý ëáóÇ³É-ïÝï»ë³Ï³Ý ½³ñ·³óÙ³Ý 

íñ³. Ðá¹í³ÍáõÙ ùÝÝ³ñÏíáõÙ ¿ ýÇëÏ³É ³å³Ï»ÝïñáÝ³ó-

Ù³Ý ù³Õ³ù³Ï³ÝáõÃÛ³Ý ³ñ¹ÛáõÝ³í»ïáõÃÛ³Ý ÑÇÙÝ³Ñ³ñóÁ` 

Ð³Û³ëï³ÝáõÙ ÁÝÃ³óáÕ ï»Õ³Ï³Ý ÇÝùÝ³Ï³é³í³ñÙ³Ý Ñ³-

Ù³Ï³ñ·Ç µ³ñ»÷áËáõÙÝ»ñÇ ßñç³Ý³ÏáõÙ: Ðá¹í³ÍÇ Ýå³-

ï³ÏÁ ýÇëÏ³É ³å³Ï»ÝïñáÝ³óÙ³Ý ¨ Ð³Û³ëï³ÝÇ ëáóÇ³É-

ïÝï»ë³Ï³Ý ½³ñ·³óÙ³Ý ¿ÙåÇñÇÏ Ï³å»ñÇ µ³ó³Ñ³ÛïáõÙÝ 

¿ ¨ ¹ñ³ Ù»ÏÝ³µ³ÝáõÙÁ ³å³Ï»ÝïñáÝ³óÙ³Ý ù³Õ³ù³Ï³-

ÝáõÃÛ³Ý Ùß³ÏÙ³Ý ï»ë³ÝÏÛáõÝÇó: ²Ûë Ýå³ï³ÏÝ»ñÇÝ Ñ³ëÝ»-

Éáõ Ñ³Ù³ñ ÏÇñ³éí»É »Ý ¿ÏáÝáÙ»ïñÇÏ Ùá¹»ÉÝ»ñ, Ù³ëÝ³íá-

ñ³å»ë` ýÇùëí³Í ¿ý»ÏïÝ»ñáí å³Ý»É³ÛÇÝ é»·ñ»ëÇ³Ý»ñ: 

Øá¹»ÉÝ»ñÇ ·Ý³Ñ³ïÙ³Ý ³ñ¹ÛáõÝùáõÙ å³ñ½í»É ¿, áñ ýÇëÏ³É 

³å³Ï»ÝïñáÝ³óáõÙÁ Ýß³Ý³Ï³ÉÇ ¹ñ³Ï³Ý ³½¹»óáõÃÛáõÝ 

áõÝÇ ëáóÇ³É³Ï³Ý Í³é³ÛáõÃÛáõÝÝ»ñÇ Ù³ïáõóÙ³Ý íñ³, µ³Ûó 

Ï³åÁ ³Õù³ïáõÃÛ³Ý, ·áñÍ³½ñÏáõÃÛ³Ý Ù³Ï³ñ¹³ÏÝ»ñÇ ¨ 

ïÝï»ë³Ï³Ý ³ÏïÇíáõÃÛ³Ý Ñ»ï áã Ýß³Ý³Ï³ÉÇ ¿: ²ñ¹ÛáõÝù-

Ý»ñÁ íÏ³ÛáõÙ »Ý, áñ ýÇëÏ³É ³å³Ï»ÝïñáÝ³óÙ³Ý ù³Õ³-

ù³Ï³ÝáõÃÛ³Ý Çñ³Ï³Ý³óÙ³Ý ÇÝëïÇïáõóÇáÝ³É ³ëå»ÏïÁ 

ËÇëï Ï³ñ¨áñ ¿, ÇëÏ ³Ûë ÷á÷áË³Ï³ÝÝ»ñÇ íñ³ ýÇëÏ³É 

³å³Ï»ÝïñáÝ³óÙ³Ý ³½¹»óáõÃÛ³Ý áõÕÇÝ»ñ µ³ó³Ñ³Ûï»Éáõ 

Ñ³Ù³ñ Ñ»ï³·³ áõëáõÙÝ³ëÇñáõÃÛáõÝÝ»ñ »Ý ³ÝÑñ³Å»ßï: Ð»-

ï³½áïáõÃÛáõÝÁ Ý³¨ µ³ó³Ñ³Ûï»ó, áñ ýÇëÏ³É ³å³Ï»Ýï-

ñáÝ³óÙ³Ý ³½¹»óáõÃÛáõÝÁ ï³ñµ»ñ ¿ Áëï í³ñã³ï³ñ³Í-

ù³ÛÇÝ ÙÇ³íáñÝ»ñÇ (Ù³ñ½»ñ ¨ ºñ¨³Ý), ÇÝãÁ µ³ó³ïñíáõÙ ¿ 

Ù³ëßï³µÇó ïÝï»ëÙ³Ý ¿ý»Ïïáí ¨ Ñ³Ù³ÛÝù³ÛÇÝ Ù³Ï³ñ-

¹³ÏáõÙ Ï³é³í³ñÙ³Ý ³é³ÝÓÝ³Ñ³ïÏáõÃÛáõÝÝ»ñáí:  

 

ÐÇÙÝ³µ³é»ñ. Ñ³Ù³ÛÝùÝ»ñÇ µÛáõç», å»ï³Ï³Ý µÛáõç», ýÇë-

Ï³É ý»¹»ñ³ÉÇ½Ù, ýÇëÏ³É ³å³Ï»ÝïñáÝ³óÙ³Ý ³ëïÇ×³Ý, ·ÉË³-

íáñ µ³Õ³¹ñÇãÝ»ñÇ í»ñÉáõÍáõÃÛáõÝ, ýÇùëí³Í ¿ý»ÏïÝ»ñáí å³Ý»-

É³ÛÇÝ é»·ñ»ëÇ³ 

JEL: O23, E62 

 



 

Ø²ÎðàîÜîºê²¶ÆîàôÂÚàôÜ 
  

 

ТАТУЛ МКРТЧЯН 
Декан факультета  маркетинга и организации бизнеса  АГЭУ,  
доктор экономических наук, доцент 
 

НАРЕК КАРАПЕТЯН 
Магистрант кафедры макроэкономики АГЭУ 

 

Влияние фискальной децентрализации на со-

циально-экономическое развитие Республики Арме-

ния. В статье рассматривается эффективность политики 

фискальной децентрализации в рамках проводимых ре-

форм системы местного самоуправления в Армении. 

Целью статьи является выявление эмпирических связей 

между фискальной децентрализацией и социально-эконо-

мическим развитием Армении и ее интерпретация с точки 

зрения разработки политики децентрализации. Для дости-

жения этой цели был применен эконометрический метод в 

виде регрессионных моделей с фиксированными эффек-

тами. В результате исследования мы обнаружили, что фис-

кальная децентрализация оказывает существенное и поло-

жительное влияние на государственные социальные услу-

ги, но незначительное влияние  на бедность, безработицу 

и экономическую активность. Этот результат свидетель-

ствует о том, что институциональный аспект политики де-

централизации имеет решающее значение, а способы, по 

которым местные органы власти влияют на эти меры, 

необходимо изучить в будущих исследованиях. Исследова-

ние также выявило, что эффективность фискальной де-

централизации меняется в зависимости от административ-

но-территориальных единиц Армении, что можно объяснить 

экономией эффекта масштаба и особенностями админист-

ративного управления. 

 

Ключевые слова: муниципальный бюджет, государст-

венный бюджет, фискальный федерализм, степень фискальной 

децентрализации, анализ главных компонентов, панельная рег-

рессия с фиксированными эффектами. 
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