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1. Country and Sector Background 

 
Armenia’s economy is market-oriented, open to trade, capital, and technological innovation, and 
is based on services. From 2001-2008, sustained economic reform resulted in impressive 
economic growth and poverty reduction records. Annual average growth rates of 12 percent 
during this period brought substantial poverty reduction: the incidence of poverty fell from over 
half of the population in 1999 to less than a quarter of the population in 2008.  Severe poverty 
fell from 21 percent to less than three percent in 2008.  
 
The global economic crisis reversed these positive trends. The country was struck by three 
simultaneous shocks—loss of export demand, a collapse of commodity export prices, and a sharp 
decline in remittances and private capital flows throughout 2009.  GDP fell by 14.1 percent in 
2009, nearly three times the average for the ECA region.  The Government was forced to secure 
external financing to fill in the gaps. However, this has resulted in a steep increase of the 
country’s external public debt, from about 15 percent at end-2008 to 36 percent by end-2009.  
 
Survey data in the aftermath of the crisis showed that 40% of Armenian households reported loss 
of labor income, remittances, or income from farm activities.  Rural areas and the poorest groups 
experienced a higher rate of decline in consumption expenditures:  among households in the 
poorest quintile they decreased by 10 percent, compared with a 3 percent decline among those in 
the richest quintile.  Between 2008 and 2009, the poverty incidence increased from 27.6 to 34.1 
percent; the poverty gap deepened from 5.1 to 7.8 percent; and poverty severity increased from 
1.4 to 2.4 percent.  Inequality in Armenia is relatively low, but has worsened during the crisis.  
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The Armenian authorities responded swiftly with the re-prioritization of government 
expenditures towards those that protect or create jobs in the short term and protected its priority 
social spending programs such as pensions and the last resort targeted social assistance program 
(Family Benefit Program), which helped Armenia avoid even worse poverty outcomes.  
However, this anti-crisis support is now likely to slow, as the Government tightens its fiscal 
stance aimed at avoiding risks to debt sustainability. 
 
A slow economic recovery is underway - the economy grew by 2.1% of GDP in 2010 and about 
4.0% in the first half of 2011 - although Armenia facing possible contagion effects from the 
ongoing euro-zone crisis.  Importantly, however, poverty situations continued to worsen during 
the initial macroeconomic recovery phase, suggesting no recovery at the household level.  
 
The current Country Partnership Strategy (CPS) for FY09-12 has two strategic objectives: 
mitigating vulnerability in the short-term; and strengthening medium-term competitiveness for 
post-crisis recovery and growth over the medium term. These objectives are supported by the 
Government’s Sustainable Development Program (its second Poverty Reduction Strategy Paper). 
The June 2011 CPS Progress Report notes that strong results have been achieved in mitigating 
vulnerability by helping Armenia regain macro-economic stability, creating jobs especially in 
rural areas and limiting the adverse poverty impact from the crisis.  
 
The Government has invested in - and made progress in - the three main social sub-sectors: 
health, education, and social services, but significant challenges remain. Infrastructure gaps are 
most acute in rural areas, especially in remote and isolated communities.  
 
Armenia Social Investment Fund III Project 

 

The Armenia Social Investment Fund has been operating for approximately 15 years.  Under the 
ASIF I and II Projects, 619 micro-projects were completed.  ASIF III Project was approved on 
October 26, 2006 in the amount of SDR 16.9 million (US$25 million equivalent) and had a 
closing date of June 30, 2011 which has since been extended to March 30, 2012. The ASIF III 
Project was designed to contribute to the 2005-08 CAS's goal of reducing non-income poverty 
through better health, education and basic services, and is supporting the Government in its 
commitment to raise the living standards of the poor and vulnerable groups. It is fully consistent 
with the current CPS objective of addressing vulnerabilities by mitigating income poverty 
impacts through employment generation from job-creating programs, and through improved 
poverty targeting.  
 
The Project is fully meeting its development objectives. So far, 233 community infrastructure 
micro-projects have been completed and another 27 are under implementation. The micro-
projects consist mainly of rehabilitation of schools and kindergartens (47%), community multi-
purpose centers (28%), potable water (5%) and health facilities (5%). So far, the completed 
micro-projects created over 447,000 days of employment and US$7.23 million in wage income. 
The Project also financed school furniture for 802 elementary school classrooms throughout 
Armenia, constructed one job rehabilitation center for disabled people, one rehabilitation center 
for the elderly, and one center for vulnerable children.  
 



 

 

Capacity building is provided for community councils, school boards and the micro-project 
implementing agencies to effectively plan and manage their investments and strengthen 
partnerships with local governments, resulting in more than 4,700 community members 
receiving the training so far. Furthermore, the municipal financial management training has been 
successfully implemented with 515 local government officials (mayors, finance officers, council 
members) from 105 communities from all regions of Armenia having completed the training.  
 
A comprehensive evaluation strategy has been implemented in 2010 and 2011, with Quality of 
Civil Works Assessment, Civil Works Cost-Effectiveness Assessment and Beneficiaries 
Assessment successfully completed, and an Assessment of Sustainability, Infrastructure 
Maintenance, and Labor Impact of Micro-Projects Implemented underway. The majority of 
beneficiaries of the micro-projects are fully satisfied with the quality, relevance and maintenance 
of community works micro-projects and with the services received from the ASIF.  
 
Disbursement rates have been impressive.  The original credit (US$25.9 million IDA credit) and 
the first Additional Financing (US$8.0 million IDA credit) have fully disbursed; while the 
Second Additional Financing (US$4.0 million IBRD loan) is 57% disbursed and is expected to 
be fully disbursed by the end of fiscal year 2012. 
 
2. Objectives 

 
The Project Development Objective of the proposed Third Additional Financing would be the 
same as that of the Armenia Social Investment Fund III Project as expanded under the first 
Additional Financing, i.e., to support the government’s policy to raise the living standards of the 
poor and vulnerable groups through: (i) improving the quality and access, and increasing the 
coverage of community infrastructure and services in poor communities, and for the most 
vulnerable groups; (ii) promoting complementary institutional capacity building at the 
community and municipal level to improve the quality and sustainability of community 
investments and service delivery, increase accountability, and enhance greater stakeholder 
empowerment at the local level; and (iii) creation of employment associated with the provision 
of community infrastructure and services. 
 
3. Rationale for World Bank Involvement 

 
The ASIF micro-projects supported by the World Bank have proven to be an effective tool for 
mitigating the crisis impact and promoting economic growth by supporting small-scale, labor 
intensive, community infrastructure projects and creating employment in the poorer regions. The 
Armenian Government has requested a Third Additional Financing to scale up the strong results 
and development impact achieved under the Project to date. 
 
The ASIF III is well positioned to direct additional credit resources to the neediest communities 
quickly.  It has: (i) proven effectiveness in responding to the needs of the poor; (ii) a successful 
track record of penetrating into remote, isolated, and poor communities to serve their needs; (iii) 
administrative, technical and professional capacity in its staff with over fifteen years of 
experience; and (iv) implementation arrangements already in place to ensure the rapid execution 
of the proposed infrastructure activities. 



 

 

 
 
The World Bank provided two additional financings to supplement the funds under the original 
credit: an emergency Additional Financing in early 2009 in the amount of US$8 million, and a 
Second Additional Financing in early 2010 in the amount of US$7 million. However, taking into 
account that the Second Additional Financing resources have already been committed and will 
be fully utilized by mid-2012, there is the emerging need for additional financial support to the 
ASIF.  The Government has indicated its strong interest in scaling up the development impact of 
the ongoing project. The rationale for the proposed Additional Financing is to continue 
delivering the immediate small-scale infrastructure support and associated employment 
generation by scaling-up community infrastructure activities under the current operation. 
 
4. Description 

 
The proposed Third Additional Financing would provide an additional US$13.0 million (of 
which IDA US$10.1 million) to the small-scale, community infrastructure projects under 
Component 1: Community Investments. The micro-projects to be financed could include: the 
renovation and rehabilitation of key social infrastructure covering education (i.e., kindergarten, 
primary, secondary and special schools); health (i.e., primary healthcare) facilities; multipurpose 
community centers; social service centers for vulnerable groups; water supply systems; 
sanitation systems; minor irrigation works; rural electrification; school heating systems; and the 
rehabilitation of gymnasiums and playgrounds. Some small-scale new construction projects are 
envisaged, where it would not require land acquisition and would not interfere with any type of 
the established land use – either formal or informal. This Component would also finance goods 
for micro-projects, primarily in the form of furniture for rehabilitated schools, kindergartens and 
community centers. To ensure proper design and supervision of community infrastructure micro-
projects, this component would finance local consultancies for micro-project design, supervision 
and field work in the form of technical assistance and logistical support.  

A further US$0.17 million (of which IDA US$0.13 million) would also be provided for training 
of local government officials and ASIF staff (including study tours for ASIF staff), and an 
impact assessment under Component 2: Local Level Institutional Strengthening, Monitoring and 
Evaluation. Furthermore, ASIF’s operating costs would be financed under Component 3: Project 
Management with US$1.44 million (of which IDA US$0.73 million), covering salaries, utilities, 
office equipment, training, financial audits, and MIS maintenance throughout the extended 
project duration. The ratio of co-financing of the ASIF’s operating costs between the World 
Bank and the Government would remain 50:50. 

5. Financing 

 
Source: ($m.) 
BORROWER/RECIPIENT 2.89 
LOCAL COMMUNITIES 0.72 
International Development Association (IDA) 11.00 

 
 Total 14.61 
 



 

 

 
6. Implementation 

 
Institutional arrangements already in place under the ASIF III and both additional financings 
have established a solid foundation in project management and partnership formation, and would 
therefore be maintained. The Project is implemented by ASIF, an entity with a strong 
administrative capacity based on the experience and technical expertise of its staff gathered over 
the past 15 years. The recent Beneficiaries’ Assessment showed that the ASIF’s beneficiaries 
have high awareness of ASIF’s micro-projects and rate their cooperation with ASIF highly.  
ASIF has improved the quality of environmental and social safeguards for civil works under the 
supported micro-projects and enhanced its environmental monitoring work through the hiring of 
an environmental specialist. This staff position will be maintained through the life of the Project 
to ensure its good environmental performance. Implementation arrangements, including financial 
management systems, as well as the same procurement and reporting mechanisms, would 
continue to be governed by the guidelines and procedures set out in the Project Operational 
Manual.  The recent Quality of Civil Works and the Civil Works Cost Effectiveness Assessments 
provided a number of recommendations related to ASIF’s operational practices which have been 
incorporated and reflected in the Project Operational Manual. The proposed Third Additional 
Financing would extend the closing date of the project to June 30, 2014 for a total of three years 
from the original closing date. 
 
7. Sustainability 

 
11. The ASIF follows procedures set out in the Operational Manual for ensuring good quality 
community works projects that are properly maintained by community members. Building on 
this positive experience, project sustainability of the ASIF III Project at the local level covers a 
number of procedures spelled out in the Project Operational Manual, which would apply to the 
proposed Third Additional Financing. An Assessment of Sustainability, Infrastructure 
Maintenance and Labor Impact of Micro-Projects Implemented under the ASIF III, which will 
take a systematic look at the issue of maintenance of the infrastructure previously reconstructed 
or built by ASIF, is currently being carried out. It will assess the current conditions and 
maintenance practices of the rehabilitated infrastructure and provide recommendations for 
improving maintenance, including options for inclusion of the quality of maintenance of the local 
infrastructure previously constructed or rehabilitated by ASIF as one of the criteria for the 
selection of communities under the proposed Third Additional Financing. 
 
8. Lessons Learned from Past Operations in the Country/Sector 

 
12. As this operation is a follow-up from the ongoing Armenia Social Investment Fund III 
and the first and Second Additional Financing, the design has drawn from lessons learned while 
designing and implementing the ongoing operations. Some important lessons learned are the 
following:  
 
Government commitment to using ASIF-implemented micro-projects as an immediate job-
creation and local infrastructure improvement tool is strong. The Government shows a clear 
commitment to use the Armenia Social Investment Fund III mechanisms to secure the immediate 



 

 

small-scale infrastructure investments and generate associated employment in local communities 
throughout the country.  Therefore the proposed Third Additional Financing has been designed 
to support the Government’s strategic priority to scale-up the community infrastructure activities 
implemented by the ASIF in order to stimulate the economic recovery by providing short-term 
employment and income generation.  
 
A mandatory requirement to target ASIF’s micro-projects towards the poorest communities 
proved to be a successful model and should be continued under the Third Additional Financing. 
Under the Second Additional Financing, the communities where micro-projects would be 
implemented were selected using the following criteria: 40-60% of funds to be used for micro-
projects implemented in the communities from the poorest cluster, 20-40% of funds to be used 
for micro-projects in the communities from the second-poorest cluster and 0-20% of funds to be 
used for micro-projects implemented in the communities from the third cluster. This proved to be 
a successful practice, as a result of which almost half of the loan proceeds have been used for the 
micro-projects in the communities from the poorest cluster.  
 
Greater focus should be placed on implementing micro-projects that result in complete 
reconstructions. Although the Second Additional Financing placed focus on implementing 
micro-projects that result in complete reconstructions, project supervision has shown that a 
certain number of previously implemented micro-projects have resulted in partial 
refurbishments, with additional investments still required beyond the micro-projects to complete 
the renovation.  Therefore, in selecting the micro-projects under the proposed Third Additional 
Financing, the ASIF should continue prioritizing micro-projects that would result in complete 
reconstructions, rather than in partial renovations, including micro-projects that would be a 
second phase of previously implemented micro-projects which would result in complete 
reconstructions. 
 
9. Safeguard Policies (including public consultation) 

 
The proposed Third Additional Financing would support activities similar to those being 
implemented under the ASIF III Project and the First and the Second Additional Financing. 
However, the proposed Third Additional Financing is classified as Environmental Category B, in 
contrast with the original project and the subsequent additional financings, which were Category 
FI. Although the proposed Third Additional Financing would continue to finance micro-projects 
the technical details of which are not known up-front, there is no element of on-lending involved 
in the project design and the ASIF therefore does not meet the definition of a Financial 
Intermediary (FI).   
 
The proposed Third Additional Financing would not trigger any new safeguard policy, because 
the nature and magnitude of micro-projects remain the same as under the original Project. In 
response to the client’s demand, the Third Additional Financing would allow small-scale new 
construction, but only under the condition that it does not require land acquisition, i.e. the micro-
project must be carried out on publicly held land, and does not disrupt any current formal or 
informal land use. Therefore, OP/BP 4.12 Involuntary Resettlement is not triggered. Potable 
water supply micro-projects would finance either rehabilitation of the damaged sections of the 
existing schemes without altering volumes of water intake, or would provide new schemes at a 



 

 

village level supplying water from wells and small surface springs.  Therefore, like ASIF I, II, 
and III, the Third Additional Financing does not trigger OP 7.50 Projects on the International 
Waterways. OP/BP 4.11 Physical Cultural Resources is not triggered, as the Project would not 
finance civil works at any known sites of historical and/or cultural heritage and the number of 
micro-projects involving new construction is expected to be minimal. In the unlikely case of 
chance finds, construction supervisors would follow the guidance of the Project Operational 
Manual, which calls for immediate suspension of works, notification to the State authority for 
cultural heritage, and adherence to the course of action worked out by such authority. 
 
Environmental due diligence would be built into the micro-projects selection, approval, and 
monitoring procedures outlined in the ASIF III PAD, and in the Project Operational Manual. 
Adherence to these procedures would be closely monitored by the ASIF.  Environmental 
Management Guidelines of the ASIF Project, being part of the Operational Manual, have been 
disclosed in-country and in the InfoShop.  Public consultation on the micro-projects would take 
place at three stages of the project cycle: (i) public information and outreach campaign at the 
beginning of a micro-project cycle; (ii) appraisal of micro-projects; and (iii) monitoring and 
evaluation for assessing outcomes and results. 
 
10. List of Factual Technical Documents 
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Amount of US$ 7.0 Million to the Republic of Armenia for the Social Investment Fund III Project 
 
World Bank. January 31, 2009. Emergency Project Paper on a Proposed Additional Financing 
Credit in the Amount of SDR 5.2 Million (US$ 8.0 Million Equivalent) to the Republic of 
Armenia for the Social Investment Fund III Project 
 
World Bank. September 27, 2006. Project Appraisal Document on a Proposed Credit in the 
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11. Contact point 
Contact: Ivan Drabek 
Title: Operations Officer 
Tel: 5240+7255 
Fax: +385 1 2357 200 
Email: idrabek@worldbank.org 
Location: Zagreb, Croatia (IBRD) 
 
12. For more information contact: 

The InfoShop 



 

 

The World Bank 
1818 H Street, NW 
Washington, D.C. 20433 
Telephone:  (202) 458-4500 
Fax:  (202) 522-1500 
Email: pic@worldbank.org 
Web: http://www.worldbank.org/infoshop 

 


