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INSTITUTIONAL FOUNDATIONS OF ARMENIA’S
ECONOMIC DIPLOMACY

Tatoul MANASSERIAN
Ph.D., Doctor of Science, Professor

Key words: economic diplomacy, institutions, church, verbal and written principles, laws

Introduction. Each country has its own way and traditions of economic diplomacy. In
the case of Armenia, all the peculiarities that were typical for the various stages of the
centuries-old history of the evolution of the Armenian statehood are highlighted. Over
time, the goals of economic diplomacy have undergone certain changes. For example, in
the pre-Christian period, one can highlight the construction of a strong state, the expan-
sion of its borders, the establishment of adequate relations with neighboring states, the
formation of an army capable of combating invaders, the determination of the most tole-
rable level of tax extraction with others, the preservation of national identity, the nego-
tiation with opponents for the development of the state. The goals also included forma-
tion of a flexible structure, an effective system of state management, getting the maxi-
mum benefit from the geopolitical position and conditions, the expansion of new spheres
of influence with the spread of Christianity, etc.

Methodology. In our opinion, one of the basic issues of methodology related to econo-
mic diplomacy is that among the variety of goals, the strategic issues have not been clari-
fied. Moreover, the major problems and priorities, which could ensure the necessary po-
litical, economic and military security and sovereignty, have not been formulated. As a
result, the Armenian state was disintegrated, and only as a result of clerical diplomacy
and the balanced policy of the Armenian Apostolic Holy Church, the national, existential
problem was solved, which allowed the re-establishment of statehood later. Therefore, it
is important to take into account the traditions, principles and values of the economic dip-
lomacy of historical Armenia in order to learn from them and form stable institutional
foundations for the establishment and development of the future nation state. At the same
time, it is essential to study the experience of states that profess ancient civilizational va-
lues and are effectively positioned in the modern world and the expediency of localizing
its individual components based on the peculiarities of our country.

Literature review. A unified approach to the institutions of economic diplomacy has
not yet been formed. Some interpret this term by the activities of various structures and
their problems [Chohan, 2021], and others by laws and legal acts [Saner & Yiu, 2006].
Some of the experts believe that the institutes of economic diplomacy are the two main
diplomatic formats, bilateral and multilateral, which are used in interstate, in particular,
economic relations. In our opinion, the main methodological gap in this issue is manifest-
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ted in the fact that the perception of economic diplomacy as a lever and factor aimed at
solving not only external but also internal problems is not yet widespread.

Some researchers treat the institution of diplomacy as a set of means of peaceful
influence at the state's disposal, while others, on the contrary, understand diplomacy as
the establishment of official communication between states for dialogue or negotiations.
Diplomacy also refers to the technique of implementing foreign political or economic, fi-
nancial tasks. In this case, emphasis is placed on the process of diplomatic implementa-
tion of its function. For example, in many international organizations (in particular, the
UN) there is a process of accreditation, participation in the work of bodies, decision-ma-
king, obligations and implementation of decisions, etc. The concept of diplomacy as a
political tool and institution is related to the art of negotiating to prevent or settle conf-
licts, search for compromises and mutually acceptable solutions, expand and deepen
bilateral or multilateral cooperation. Often, the institution of diplomacy is also identified
with the art of negotiation, i.e. skillful use of a combination of tactical methods and tech-
niques, as well as knowledge of the subject of negotiations aimed at the implementation
of specific goals that are a link in the implementation of strategic goals (in this case, fo-
reign political and economic goals). Accordingly, it is important to consider that foreign
policy, including economic policy, is the activity of the state beyond its political and
administrative borders, or the entire complex of decisions and actions of the state, which
is related to the external sphere of its activity. The state has at its disposal the institutions,
tools and methods by which it realizes its foreign policy goals. In turn, the tools and
methods of foreign policy implementation are interconnected and represent static and
dynamic aspects of one reality. For example, the RA Ministry of Foreign Affairs and the
Ministry of Defense (bodies) are the instruments of the state's foreign policy. They may
have the same problem in the field of foreign policy. However, if the function of the RA
Foreign Ministry is to establish contacts in order to solve the problem through dialogue,
then the function of the RA Ministry of Defense is to solve the foreign political, conflict
problem through the use of weapons or the threat of using weapons. Especially in the
case of Armenia, it is quite obvious that the activities of these ministries are different in
terms of content in the performance of their functions. However, in such a way, the
activities of the two ministries will represent a complex of processes subject to certain
but different rules.

Scientific novelty. The purpose of our study is to identify the institutional foundations
of economic diplomacy that allow formulating the common interests and concerns bet-
ween the parties/individuals, companies, states, international structures/ and reach the
most effective solutions with acceptable tools and methods. Therefore, the institutional
foundations of economic diplomacy should be considered more broadly and include the
following main ones:
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e traditions formed in the field,

e written and verbal principles acceptable to the parties,

e acceptable and applicable values and norms,

¢ rejectable phenomena, factors and methods,

e suitable and adequate state, private and public structures for solving the problem,

o foreign, regional and global structures regulating the given sector or related to it,

o strategic alliances, associations of various spheres of international commercial and
economic cooperation,

e cultural, political, social, economic and other values and customs,

o the laws and by-laws of the given country and the other negotiating party or parties
related to the field,

e international legal acts: agreements, contracts, declarations, etc.

Analysis. It should be noted that in the era of digitization and technological transfor-
mations, the institutional foundations of economic diplomacy have a tendency to develop
and change. In fact, they are the "rules of the game" of society, or, more formally, hu-
man-made, constraining frameworks that organize relationships between people, reduce
uncertainty, structure community life, define and limit the range of alternatives available
to each person, and define the structure of stimuli in human interactions. They are formal,
formal (laws, regulations, constitution) and informal but widespread (contracts and vo-
luntary codes of conduct) constraints and coercive factors that structure relationships bet-
ween people [Douglass, 1991, 98]. On the other hand, an institution is a stable way of
thinking and acting that belongs to a certain group of people or even a whole nation
[Hamilton, 1919]. They are complexes of traditions and customs integrated into everyday
life... Private customs spread throughout society, which leads to the emergence and
strengthening of institutions; and institutions nourish and strengthen private customs and
transmit them to new elements of a given group [Hodgson, 2006, 22]. An institution is
also defined as a collective (joint) action that controls, liberates and expands individual
action [Commonss, 2012, 30]. An institution, in fact, is a widespread way of thinking,
which is related to certain relations between society and the individual and the individual
functions performed by them, and is also a system of social life, which is composed of a
set of actors in a certain development at a certain time or at any moment, psychologically
it can characterized in general terms as a prevailing spiritual position or common con-
ception of a way of life in society. They are ordinary ways of carrying out the process of
social life in relation to the material environment in which society lives [Veblen, 2012].
Institutions are dominant and highly standardized social habits [Mitchell, 1987, 65].
Institutions are forms of organization of production, distribution, exchange and consump-
tion, as well as established traditions, customs, legal norms (a set of legal norms), menta-
lity of economic entities, rules of conduct, interest factors and incentives, which are
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reflected in the features of the institutional system. structure of economic interactions,
thinking and behavior in the system of stable social groups [Yueh, 2020, 10].

The institute is a complex of "traditions and daily customs", noting "the presence of
social mechanisms that ensure their functioning”" [Kleiner, 2016, 9]. The institution com-
bines four main elements: formal legal norms, informal socio-cultural norms, formal or-
ganizations that monitor compliance with norms, and non-governmental organizations
that perform these same functions. Accordingly, the remark of the researcher is very im-
portant that "the publicly significant result of the activity of the institutes is manifested
by the nature (quality, efficiency) of the relevant public practice" [Zaslavskaya, 1989, 58].

For economic diplomacy, it is important to distinguish several important levels of the
institutional system. One level of the institutional system includes those factors that have
a direct impact on the adaptation of economic entities (state institutions, private compa-
nies, individuals) to certain conditions in domestic and foreign markets. The other level
of the institutions of economic diplomacy is formed by the above-mentioned entities,
which, in turn, have a complex system of economic and social goals (maintaining stable
solvency, increasing the profitability of the capital used, increasing the competitiveness
of products, creating acceptable working conditions for employees, providing a favorable
micro-environment and etc): The process of public reproduction ensures the exchange of
business information between the main entities of economic activity (private companies,
financial structures, state bodies). In the context of the globalization of economic rela-
tions, their actions should be coordinated by international structures, which represent the
next level of the institutional environment of economic diplomacy. The production, trade,
economic and financial elite also has a certain role in economic diplomacy, which rep-
resents a separate level of institutions, which, based on its interests, constantly influences
the state's internal and external economic policy, economic diplomacy and occupies an
influential position in a number of economic sectors. The level of institutions, which
mainly includes state economic management bodies, large companies carrying out inter-
national activities, as well as international economic and financial organizations, is par-
ticularly important.

Despite the fact that the formation of economic diplomacy previously took place ele-
mentally, it has been going on for several decades within the framework of the develop-
ment of the world economy and diplomacy, as well as the growth of their institutional
role in world politics and international relations. One of the most urgent problems of mo-
dern diplomacy is the rapid development of economy, business, trade, finance and infor-
mation technology. With the globalization of economic relations (production, distribu-
tion, exchange, consumption markets, financial flows), the institution of the state is faced
with the problem of determining their role in this new, increasingly interconnected space,
and, accordingly, economic diplomacy is called to adequately respond to these chal-
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lenges. Recently, the improvement of trade and economic relations between the states is
in the focus of diplomatic activity. The main reasons for the interest of the institution of
diplomacy in its historical economic roots are based on the following.

- in most developed countries, the share of foreign trade and investment in GDP is
constantly increasing compared to local production,

- the implementation of economic reforms in the process of orientation of the market
economy of developing countries, as well as the development strategy based on the
strengthening of exports, contributes to the faster integration of the state into the regional
and world economy,

- the globalization of trade and business leads to an increase in the volume of produc-
tion and expansion of the range of services, activation of regular multilateral connections
between countries.

At the same time, the demand for the institute of economic diplomacy is due to the fact
that currently there are a large number of developed and developing states in the world,
which inevitably implies a change in their role in the system of international relations.
The current stage of socio-economic development of countries is characterized by two
main trends: the implementation of transitional socio-economic transformations and the
acceleration of integration into the world economy. In these conditions, the need for
integration processes between these countries and their unification in regional economic
groupings with the help of economic diplomacy is also increasing.

It is important to clarify that economic diplomacy and the government's foreign econo-
mic policy are not identical institutions, terms and concepts. The purpose of implement-
ting economic diplomacy measures is to reach an agreement and a mutually acceptable
solution to the problems of the development of economic relations, in other words, to de-
velop effective interaction in which both parties are interested. The implementation of
foreign economic policy goals and specific decisions of the government implies the need
to adhere to the general foreign economic course of the country.

However, the effectiveness of economic diplomacy and, accordingly, the foreign eco-
nomic activity of the country in general and its entrepreneurs in particular, depend on the
existence of such an important institution as a clear state foreign economic strategy. It
should clearly formulate the general goals, specific problems and strategic directions of
the development of foreign economic activity indicate the priorities of the product and
geographical structure of foreign trade, directions of investment cooperation and their
respective institutions. Unlike today's well-defined principles, tools, and laws, in ancient
times "diplomacy" arose as a verbal institution of interaction between communities of
people. One of its components is rhetoric, for example, which assigned the most impor-
tant role to rhetorical eloquence and emphasized the style and form of delivering the text,
in "diplomacy" both sides of the process were important: both speaking, expressing, and
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the ability to listen and understand the speech of the envoy of the other side. In other words,
the emphasis was placed on the informational content of the text in oral institutes. The word
"diplomacy" is derived from the Greek word diploma, which was the name of the double
tablets issued in ancient times, on which letters were printed. In Greece, they were given to
the country's envoys as credentials confirming their powers.

The institute of diplomacy is used for the study and assessment of various phenomena and
processes, as well as for solving difficulties and problems arising in various fields with its
help. To some extent, this is due to the imperfection of the existing concepts in foreign and
international politics, of which diplomacy is an integral part. This is manifested, for example,
in the use of the term "diplomacy" as a synonym for foreign policy, or in the combination of
the words "power diplomacy" or "coercive, diplomacy", the semantic content of which cont-
radicts the understanding of the essence of the institution of diplomacy. In this regard, it is
extremely important to understand the place and role of diplomacy in the arsenal of tools for
implementing the state's foreign policy. In modern conditions, the institution of diplomacy is
most often used in order to clarify the model of interaction between states in the field of inter-
national relations and to effectively implement its goals. It is characterized by the rejection of
violent means for the realization of national interests and foreign political goals of states.
Thus, diplomacy, including economic diplomacy, is opposed to another model of interaction
between sovereign states, a model based on the use of violence and coercion. The model of
peaceful (diplomatic) interaction between states is established through a number of institu-
tional (formal, codified and informal) measures (international and diplomatic law, diplomatic
etiquette, established diplomatic traditions, etc.), which determine and regulate: forms and
methods of interaction between states. In other cases, diplomacy is used to clarify the means
or method of implementing the state's foreign policy. Diplomacy as a "means of implement-
ting foreign policy" includes a set of non-military practical measures, techniques and methods
that are applied taking into account the specific conditions and the nature of the problems to
be solved. The definition of diplomacy as a means of implementing the foreign policy prob-
lems of the state more accurately reflects the content of diplomacy. Among the narrower in-
terpretations of the institute of diplomacy, one can also find the concept of diplomacy as a
function, i.e. presenting a functional activity for the implementation or management of bila-
teral or multilateral relations. At the national level, as a rule, this function is entrusted to the
ministries of foreign affairs and is carried out by professional, technocratic diplomats, wor-
king both inside the country and abroad (employees of embassies, permanent missions accre-
dited to international organizations and special missions). Today, however, along with pro-
fessional diplomats, we believe that this function can also be performed by representatives of
other state and non-state organizations that have a mandate to negotiate from the country's
government. At the international level, the management function is carried out by internatio-
nal organizations, mainly organizations that are part of the UN system or operate under its
auspices. Another, perhaps more acceptable, but narrower interpretation of the institute of
diplomacy is the concept of "diplomacy" as one of the peaceful tools of foreign policy.
However, it should be noted that here too there are some contradictions.

8
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Conclusions. Thus, diplomacy is only one (albeit the most typical) peaceful tool of the
state's foreign policy. However, war is the tool and most typical force of foreign policy. At
the same time, parallel to the institutions of diplomacy and war, the state can use other ins-
titutions and instruments, both peaceful and forceful. There are fundamental differences bet-
ween diplomacy and other peaceful instruments of foreign policy. Diplomacy is a permanent
institution of professional, specialized mediators (negotiators), diplomats, created in each
state with the aim of achieving the following goals:

- establishment and maintenance of permanent ties between countries,

- informing and interpreting the official positions of their government,

- preparing and conducting negotiations in the name and on behalf of their state,

- provision of some public services to citizens of their country.
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Tatoul MANASSERIAN

Institutional foundations of Armenia’s economic diplomacy
Key words: economic diplomacy, institutions, church, verbal and written principles, laws

At the current stage of change in the international economic system, under the influence
of the counterbalancing processes of globalization and regionalization, complex transfor-
mations are taking place in national economies, the study of which and the systematic
analysis of the internal and external institutional structure of the economy become a prio-
rity. Therefore, identifying the interactions between the institutional components of eco-
nomic diplomacy and developing a prospective development strategy based on them can
contribute to the effective management of the risks of the national economy in conditions
of global uncertainty, ensuring a sufficient level of economic security and competitive-
ness. Like any other complex multi-level system, the institutions of economic diplomacy
also need some classification. In this article, the views of international experts and re-
searchers are taken into account.
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THE BASIC PROBLEM OF ECONOMIC GROWTH CALCULATION IN THE
REPUBLIC OF ARTSAKH

Manush MINASYAN
PhD, associate professor
Senior researcher, Institute of Economics, RA NAS

Key words: economic growth, economic activity index, economic development, sustainable
growth, gross domestic product, tax/gross product ratio

Introduction. Economic development is often defined as a long-term process that
provides per capita income or economic growth. In the understanding of modern econo-
mics, the main economic problems are caused not only by growth, but also by structural
and institutional changes that affect the quality of life. Economic growth refers to the
quantitative increase in the production of goods and services, and the term "economic
development" includes changes in economic conditions that make most members of
society more comfortable. Economic development, as a complex long-term and
multifactorial process, is anchored on economic growth. Since the beginning of 2020, the
rate of economic growth has undergone unforeseen changes all over the world, the series
of global factors in Artsakh has been completed by the war unleashed by Azerbaijan.

Methodology. Statistical, analytical, comparison and abstracting methods were used in
the presented scientific work. Using the statistical method, a research database was
created, the most important data were selected using the abstraction method, the results
were compared with the data of different countries, and the selected important factors
were investigated using the analytical method.

Literature review. In researches related to economic growth, different economists pre-
sented different characteristics and interpretations. A. Lewis believed that developing
economies exhibit dualism, where two economies with different structures can operate
within the same country [Lewis, 1954, 92]. In the research presented by S. Das, priority
is given to the two-factor model of economic growth [Das et al., 2015, 91]. It is notewor-
thy that in the initial stages of the research of factors related to economic growth, the
authors considered productivity growth as the main factor contributing to economic
growth, paying less importance to others [Griliches, 1996, 1324]. According to R. Lucas,
the characteristics of economic growth have qualitative or quantitative characteristics. In
this case, the quantitative factors of economic growth are influenced by the change in the
savings rate, and the qualitative factors are influenced by the efficiency of investments
[Lucas, 1988, 21-23]. Modern economic research emphasizes multifactor models of eco-
nomic growth, which can include more than two dozen factors.

Scientific novelty. By studying the dynamic series of statistical data characterizing the
economic growth, the main factors of the economic growth of the Republic of Artsakh,

10
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the features of accounting, the possibilities of economic development in the thirty-year
period around the establishment of the republic were presented, and the impact of the
2020 war on them. The comparison with the economic growth indicators of the region
and countries with small economies made it possible to assess the real achieve-ments of
the economic development of Artsakh, which has a closed economy.

Analysis. In the modern world, statistics is quite an "expensive pleasure”, and count-
ries with small and limited resources like the Republic of Artsakh, as a rule, do not have
the opportunity to conduct alternative statistics in addition to the published official sta-
tistics, which would allow dispelling all doubts or identifying deviations by data iden-
tification. It cannot be denied that statistics is an exact science, and by combining various
indicators in the economic chain, it is possible to study the main components that ensure
economic growth, to assess their reliability and objectivity. The Republic of Artsakh had
a dynamically developing economy before the war un-leashed by Azerbaijan in 2020.
2012-2019 the average indicator of economic growth was 10.5 percent, the indicator of
gross domestic product in nominal terms also increased significantly from 150.0 billion
drams to 342.5 billion drams, the indicator of GDP per capita, respectively, increased
from 1023.0 thousand AMD to 2307.6 thousand AMD.

Table 1. Main macroeconomic indicators of the Republic of Artsakh

2012| 2013 | 2014 | 2015| 2016 | 2017 | 2018 | 2019 | 2020 | 2021 |2022
Nominal GDP |150015|168563 | 188840 (209345 229651 272070 | 310252 |342463 | 270907 [ 249354 | 288792
(million drams) [373368 (411502 454030 (438035477952 563620 |642358 |712797 553991 [494977 | 662870
Nominal GDP in USI] 9.9 9.3 8.9 9.1 9.2 156 | 119 | 103 |-224|-12.7 | 12.2
Real GDP growth, %| 0.7 2.8 2.9 1.6 0.5 2.5 1.9 0.1 2.0 5.5 3.2
GDP deflator, % [1023.0| 1174 [1308.7|1443.8|1577.3|1855.9(2103.3(2307.6/1820.1|1671.9]1922.6
GDP per capita USD|2546.1(2867.7(3146.5|3021.0(3282.7|3844.7|4354.7|4803.0(3722.0|{3318.8|4413.0
volume of GDP per
capita (prev.year, %) 108.5 | 111.7 | 108.3 | 108.6 | 108.7 | 114.8 | 111.2]109.6 | 77.3 | 87.1 | 1114

Consumption/

GDP, % - - - - - 86.1 | 81.8 | 81.6 | 80.6 | 80.8 | 81.0
Private consump-

tion/GDP, % - - - - - 66.8 | 649 | 65.1 | 64.8 | 64.7 | 652

Gov. consump-
tion/GDP, % - - - - - 193 | 169 | 16.5 | 158 | 16.1 | 16.1
Investm./GDP, % | 49.8 | 333 | 31.5 | 325 | 17.1 | 17.7 | 181 | 162 | 113 | 11.8 | 9.2
Net export / GDP, %| -64.2 | -50.5 | -51.9 | -41.6 | -35.9 | -18.6 | -20.1 | -10.8 | -24.9 | -30.4 | -24.3
Inflation (to Decem-
ber last year), % 3.0 5.9 4.5 0.2 -1.4 1.5 -0.2 0.4 2.7 7.5 7.5
Inflation (period
average), % 2.0 4.9 4.5 35 | -1.5 | -05 1.8 0.7 0.8 59 8.4
AMD:USD ex. rate
hourly average |401.79(409.63[415.92|477.92|480.49|482.72|482.99|480.45|489.01|503.77 |435.67
Index of import
volatility 0.221]0.263 | 0.252 ] 0.305 | 0.360 | 0.650 | 0.640 | 0.798 | 0.522 | 0.442 | 0.325
openness of the
economy 50.3 | 433 | 435 | 39.0 | 38.1 | 43.8 | 45.7 | 482 | 395 | 393 | 414
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These indicators of economic growth conditioned the positive trends recorded in the
main branches of the economy, the changes in the industry, construction, and services
sectors are especially noteworthy. Also important is the acceptable inflation background
in the economy, which almost maintained the level of macroeconomic forecast
indicators. It is also interesting to consider the changing trends of the GDP deflator and
inflation in 2013-2022;
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5,0
0,0
5,0
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-15,0

-20,0

-25,0

==¢==| Real GDP growth
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i | Inflation (average of the period), %

Chart 1. Trends in GDP deflator and inflation in 2013-2022.

We consider it necessary to emphasize that a number of qualitative indicators, howe-
ver, have undergone worrying changes, in particular, the investment/GDP indicator dec-
reased from 49.8 percent in 2012 to 16.2 percent in 2019, the import coverage indicator
increased from 0.221 to 0.798, the economy openness indicator from 50.3 to 48.2 (sho-
wing a minimum index level of 38.1 during that period).

Being an unrecognized state, in Artsakh, however, official statistics were conducted in
line with international methodology, which allows comparisons with other countries to be
made. According to the International Monetary Fund's "World Economic Development
Prospects" database, Equatorial Guinea ranks first with 9185% economic growth in
1990-2020, and China ranks second with 2178% [http://data.woridbank.GDP , PPP].
Moreover, if in the case of Equatorial Guinea, when the GDP index was increased from
274 million dollars in 1990 to 25,161 million dollars in 2020, it was perhaps not a
difficult problem, then in the case of China, which has a large economy, such a growth
rate is really an economic miracle, when the 1990 1114,609 million dollars is increased
to 24274131 million dollars in 2020. It is also interesting to observe the progress of the
indicators of the countries of the region. Armenia's economic growth in 1990-2020 was
402%, Russia's - 348%, Azerbaijan's - 387%. The indicator of economic growth of
Artsakh in 1996-2019 was 1956.0% [https://stat-nkr.am].
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Developing countries tend to have economies that are more dependent on the exploita-
tion of natural resources in the environment [Green Growth 2012]. Green technologies
and sustainable development are not very affordable or accessible to them [Shreekaracha-
rya et al., 2012]. Naturally, they are less able to protect themselves from the negative
effects of climate change and environmental degradation.

The essence of the concept of green growth is that, while economic growth is a prima-
ry goal for a country, it needs to be separated from resource use and negative environ-
menttal impact. A key driver of green growth is the transition to sustainable energy
systems. In this context, Artsakh, as a developing country, also did not have the opportu-
nity to protect itself from climate change or neutralize the negative effects of environ-
menttal degradation, especially since the introduction of a sustainable energy system in
recent years (the volume of electricity production in Artsakh exceeded domestic demand
in the last two years before the war) was anchored to water resources. on application.

Economic developments in the Republic of Artsakh were characterized by the econo-
mic activity index (hereinafter referred to as the economic activity index), which is pub-
lished monthly, and the gross domestic product index (hereinafter referred to as GDP),
which is calculated and published quarterly. The first of these, indicator of economic ac-
tivity, according to the methodology of the National Statistical Service of the Republic of
Azerbaijan, is an aggregated indicator of the change in the real volume of output in the
country's economy. It includes all types of economic activity and is initially calculated at
the average annual prices of the previous year, which gives the opportunity to have the
real change in the output volume of the given month compared to the previous month and
the corresponding month of the previous year. Figure 2 shows the indicator of economic
activity in 2020-2022 in monthly intervals compared to the same period of the previous
year (cumulative).
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Chart 2. Economic activity index (cumulative compared to the same period last year)
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It is obvious from the given indicators that since the middle of 2020, the indicator of
economic activity has experienced a decline, continuing to deepen in 2021, but has imp-
roved significantly in 2022. This indicator certainly does not claim to be a reliable one
for the economic growth of Artsakh, because there are deviations between the indicator
of economic activity and economic growth. For economic developments, having monthly
publications, indicator of economic activity creates a wide range of opportunities for stu-
dies. In particular, by looking at the changes in sectorial indicators, one can get a clear
idea of which sectors have contributed to the growth or decline of economic activity. It is
noteworthy that in all months of 2022, the impact of the agriculture and trade sector on
the GST was positive, while the impact of the industry and construction sectors was
variable.

The next and main indicator characterizing economic growth is gross domestic pro-
duct, which, according to the above-mentioned source, characterizes the value of goods
and services produced in the country's economy (excluding intermediate consumption)
intended for final consumption, accumulation and net export. Moreover, the GDP also
includes an estimate of the unobserved economy. It should also be noted that GST does
not include net taxes on products and indirectly measured services of financial
intermediation, which are included in quarterly and annual GDP production-based
calculations. In Artsakh, in 2005-2017 the GDP indicator was calculated in two ways
(production and income formation) due to the lack of an appropriate database. In 2005-
2022, according to the method of income formation, 33.9-43.6 percent of the GDP was
made up of the economy's gross profit and gross mixed income.

Table 2 Account and structure of PC revenue formation, 2005-2022

2005 2010 2015 2020 2021 2022
1379.4 118187.2 209345.7 270907.2 249354.9 288792.8
market prices) 100.0  100.0 100.0 100.0 100.0 100.0
P C (OO RN BT RIR b G 1030.6  48996.4 91344.1 105303.5 84601.6 99837.4
income of the economy 40.9*  41.5% 43.6* 38.9% 33.9% 34.6*

SNOIIEBIn LIRS CRERNZIN 3907.8  9010.8  24270.9 46094.5 41875.1 50069.0
7.6* 7.6* 11.6* 17.0* 16.8* 17.3*
18.6%* 18.4**  26.6%*%  43.8%*  49.5%*%  50.2%*

4. Net profit and net mixed 17122.8 39985.6 67073.2 59209.0 42726.5 49768.4
income of the economy 33.3*  33.8% 32.0%* 21.9% 17.1* 17.2*
81.4%*  8l.6**  73.4%*%  562%*  50.5%*  49.8**

note: current prices in the numerator, million drams, announcement
*% to GDP, **% to gross profit and gross mixed income of the economy.

Ratios of GDP and individual indicators in 2017-2021. are given in Figure 4.
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Ratios of GDP and individual indicators in 2017-2021
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Figure 4. Ratios of GDP and individual indicators in 2017-2021

According to the way of using the GDP, the final consumption expenses in 2017-2022
made up 80.7-86.2 percent of the index (see table 3).

Table 3. Use and structure of PC GDP, 2017-2022
2017 2018 2019 2020 2021 2022
1. GDP, at current prices 272070.8 310252.7 342463.6 270907.2 2493549 288792.8
100.0 100.0 100.0 100.0 100.0 100.0
PR S LEIRCO i ot RN ol 234528.9  254153.6 2797345 218624.4 201863.7 241088.9
86.2 81.9 81.7 80.7 81.0 83.5
3. Gross accumulation 493473  54482.1 613351 51836.5 471924 46548.6
18.1 17.6 17.9 19.1 18.9 16.1
Table 4. Account and structure of Artskh’s disposable income, 2017-2022
The index

1. Gross disposable 311 155.50 352799.80 382702.3 328 237.50299 040.50 362012.8
income 100.0 100.0 100.0 100.0 100.0 100.0

234528.9 254153.6 2797345 2186244 201863.7 241088.9

osts 75.4 72.0 73.1 66.6 67.5 66.6

76 626.60 98 646.20 102 967.80 109 613.10 97 176.80 120 923.90
24.6 28.0 26.9 33.4 32.5 334

The GDP of the Republic of Artsakh in 2022 amounted to 288,792.8 million drams in
2021. 249354.9 million AMD. The GDP growth rate was 112.2 percent, the GDP deflator
index was 103.2 percent. After the 2020 war, the economy of Artsakh was experiencing
an economic decline for two years, which is objectively understandable. The war also
had a heavy impact on the economy. The significant loss of resources (human resources,
agricultural land, gardens, production capacity, etc.) had a multifold effect on the econo-
my. And, despite the recorded double-digit economic growth in 2022, the economy was
still in the recovery phase compared to the pre-war period. From the study of the GDP
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"gap", it becomes clear that the main engine of economic growth in 2022 is the industry
sector, from 12.2 percentage point to 9.6 percent. The services and trade sector also cont-
ributed to the economic growth, the growth of which is 5.0 percent compared to the
previous year, and the contribution is 2.7 percent.

Thus, from the analysis of indicator of economic activity and GDP components, it be-
comes clear that although the economic growth is not widespread in all sectors, but due
to the high rates of growth recorded in some of them, the average indicator is also quite
high. However, this is only one side of the phenomenon, which gives an opportunity to
assess the foundations of economic growth. On the other hand, talking about the strength
of these foundations, we must be able to assess their reliability. As we have already men-
tioned, the GDP indicator, apart from the actual data of the sectors of the economy, also
includes the unobserved part of the economy. The National Statistical Service of the
Republic of Artsakh, in accordance with the internationally accepted methodology, adds
its estimated shadow of the economy to the GDP indicator. As a rule, the government
fights against the shadow with various measures. From this point of view, the simplest
indicator to characterize shadow reduction is the tax revenue/GDP ratio. It is no secret
that "one of the main problems of the state is to provide tax revenues due to economic
growth and to increase tax revenues due to the reduction of the shadow" [Hakobyan,
2022, 101], which steadily decreased in the Republic of Artsakh from 14.8 percent in
2008 to 10.8 percent in 2008-2013. The increase in the 2017-2020 tax revenue/GDP in-
dex was partly a consequence of the reduction of the shadow, which, however, was not
taken into account in the calculations of the National Statistical Service, as a result, the
reduction of the shadow was reflected to a significant extent in the economic growth in-
dex, additionally contributing to the recording of a high economic growth index. , it also
becomes clear from the study of the series that, along with the growth of the tax reve-
nues/GDP indicator, the assessment of the unobserved economy has decreased, which
also substantiates what has been said.

GDP real growth and Tax income/GDP

B GDP real growth,%  =====Tax income/GDP,%

1143 1131 o 109 1099 1093 1089 109.1 109.2 11> 1119 1103 112.2

2008 2009 2010 2011 2012 2013 2014 2014 2016 2017 2018 2019 2020 2021 2022
Figure 5. Taxes/GDP and Real GDP Growth (%)
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Figure 5 shows the dynamics of taxes/GDP and real GDP growth indicators for 2008-
2022. In 2014, the tax/GDP index increased by 5.2 percentage points compared to the
previous year, mainly due to the inclusion of mandatory social payments in the income
tax, and this effect was maintained in the following years as well. It is noteworthy that
the tax/GDP indicator in the considered period had the highest level in 2020: 17.6 per-
cent, which was recorded in the conditions of 22.4 percent economic decline.

Conclusions. We can conclude that, due to a number of factors, before the 2020 war,
the economy of the Republic of Artsakh recorded a rather high growth vector, as a result
of which above-average economic growth is continuously recorded, which is mainly due
to achievements in the services and trade sectors, as well as industry and con-struction. is
due to branch activation. At the same time, one of the "secrets" of recorded economic
growth is the methodological problem of not revising the assessment of the unobserved
economy, which, at the expense of reducing the shadow, creates the illusion of additional
growth, which is also statistically reflected as economic growth.
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In the understanding of modern economics, the main economic problems are caused not only
by growth, but also by structural and institutional changes that affect the quality of life. It is
no secret that economic development, as a complex long-term and multifactorial process, is
based on economic growth, the latter is a quantitative increase in the production of goods and
services, the term "economic development", in turn, includes such changes in economic con-
ditions that for most members of society make them more com-fortable. For about thirty
years, Artsakh has built an independent, free, state anchored on democratic values, where a
person is a real value, along with his freedom and preferences. Having gone through a diffi-
cult path of establishment, having a closed and degraded, impoverished economy with limited
development opportunities, however, Artsakh recorded quite good indicators of eco-nomic
growth, which were higher than the countries of the region. Since the beginning of 2020, the
rate of economic growth has undergone unforeseen changes in Artsakh all over the world.
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Introduction. In the context of globalization, geopolitical changes, and ever-increasing
demands of society, public administration bodies should focus on the most valuable
resource - human capital. Public administration bodies are competing with the private
sector in terms of human resource management to attract the best professionals and re-
duce the level of turnover. Only with the help of efficient working professionals can a
dynamic and continually transforming system be developed. In this context, the state
administration system should identify the possible ways that will contribute to increasing
the efficiency of the civil servants’ work. At the same time, special attention is needed to
analyze the civil servant as an individual within the group as an element of the system
and it is also important to study those holding a leadership position as an element with a
large influence on a large group. These entities constitute the focal points of our re-
search. The subject of the analysis is the development of ways to improve the compe-
tencies of civil servants.

Methodology. The informative basis for the research was the works of local and fo-
reign authors on labor economics and civil service. Also, while conducting the study of
the RA civil service system, we paid special attention to the legislative framework, which
regulates several relationships. We used the methods of comparative analysis and deduc-
tion while conducting the research. Using the deduction method, we have defined the
concept of work efficiency of civil servants. Using the method of comparative analysis,
we compared the competencies nominated for professional and managerial positions of
civil servants.

Literature review. The efficiency of civil servants' work reflects their professional suc-
cess in terms of achieving pre-planned work results, and social outcomes, as well as the
ratio of the obtained results and the resources spent on their implementation [Vasil'eva et
al., 2016, 18]. According to another definition, the efficiency of the work of civil servants
is the correspondence of professional level, skills, personal and business qualities, as well
as the approach of performing official duties of a civil servant and the results of profess-
sional activities to achieve the goals set by state bodies [Znamenskij, Gusarov,2020,13].
As a generalization of the above, the efficiency of civil servants' work can be defined as
follows: it is the ratio of the work performed to the resources spent, where the compe-
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tency of civil servants and the way they approach work performance are important, as
well as the achievement of the set goals at the lowest cost. From this standpoint, the com-
petencies of civil servants need special study. In the modern world, there are three recom-
mended approaches to competencies. Proponents of the first approach emphasize beha-
vioral competencies. Advocates of the second approach consider both behavioral and nu-
merical competencies to be in-demand competencies. The supporters of the third app-
roach consider only digital competencies: information and computer literacy, media lite-
racy, communication literacy, and attitude towards technological innovations [Konstanti-
nova & Kudaeva, 2020, 1058-1059].

Scientific novelty. We have defined the term efficiency of work of civil servants. We
proposed a methodology for classifying civil servants' competencies. We have also sug-
gested additions to the competencies. One of the key propositions of our research is the
introduction of an open self-education system.

Analysis. Since the civil service is an institution of public service and, due to its orga-
nization and corporate cohesion, is one of the factors for stabilizing and ensuring the spi-
ritual and moral security of citizens, the civil servant’s competence is manifested not only
in the quality of his job performance, but also includes his personal characteristics, fea-
tures of his social behavior [Krynychna & Gurkovskii, 2020, 32].

In the RA Law "On Civil Service" competence is defined as a set of knowledge,
abilities, skills, and behavior, which is necessary for the effective implementation of the
functions provided for in the passport of the position [Law "On Civil Service"]. Compe-
tencies in the civil service system are categorized into two groups: general and sample.
The list of sample competencies can be expanded with the new ones and the list of gene-
ral competencies can be revised at the discretion of the Civil Service Office of the RA
Prime Minister, based on recommendations from respective authorities [Decision, 2019].

Table 1. General competencies for a group of management positions

General competencies Applicable Managerial Position Subgroups

1 Leadership 1st, 2™

2 Strategic planning 1st, 2™

3 Personnel (performance) management Ist, 2nd, 3rd, 4th, 5"

4 Policy analysis, monitoring 1st, 2nd, 3rd, 4th, 5™

5 Decision making 1st, 2nd, 3rd, 4th, 5

6 Problem-Solving 1st, 2nd, 3rd, 4th, 5™

7 Integrity Ist, 2nd, 3rd, 4th, 5"

8 Program management 3rd, 4th, 5"

As shown in Table 1, it is evident that, unlike civil servants in managerial positions
within the 3rd, 4th, and 5th subgroups of the civil service, leadership, and strategic plan-
ning competencies were defined for civil servants in managerial positions belonging to
the 1st and 2nd subgroups of the civil service, but program management was not. The
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remaining competencies remain the same across all subgroups (see Table 1). Civil ser-
vants in the 1st and 2nd subgroups of professional positions, in contrast to their counter-
parts in other subgroups, are required to possess the "Program Development" compe-
tence. Meanwhile, the 3rd, 4th, and 5th subgroups, unlike the 6th, 7th, and 8th subgroups,
should demonstrate proficiency in "Problem-Solving." (see Table 2). This reveals that
there is little variation in general competencies across the subgroups of professional posi-
tions, mirroring a similar pattern in the subgroup of managerial positions. Furthermore,
among the competencies of professional and managerial positions, the competencies of
"Problem Solving" and "Integrity" are repeated. In light of this, it becomes evident that a
clear classification of competencies is needed.

Table 2. Generic competencies for a group of professional positions

General competencies Applicable subgroup of professional positions
1 Program development 1st, 2nd
2 Problem-solving 1st, 2nd, 3rd, 4th, 5th
3 Reporting 1st, 2nd, 3rd, 4th, 5th, 6th, 7th, 8th
4 Data collection and analysis 1st, 2nd, 3rd, 4th, 5th, 6th, 7th, 8th
5 Integrity 1st, 2nd, 3rd, 4th, 5th, 6th, 7th, 8th

It is also important to explore the sample competencies defined for groups of mana-
gerial and professional positions. Essentially, these competencies serve as guiding ele-
ments for defining the job description. General and sample competencies lack a precise
definition and can be subject to varying interpretations. We believe that this gap should
be filled by defined descriptions of these competencies within the legislative framework
regulating the civil service sector, along with criteria for their assessment.

Conclusion. Civil servants enter the civil service system with pre-existing competen-
cies that contribute to their work efficiency and can be further enhanced over time
through personal initiative and systematically.

Analyzing the range of competencies of civil servants in the Republic of Armenia and
comparing them with the approaches proposed by theorists, it becomes clear that no place
is given to digital competencies at all. Over time, due to the geopolitical situation, it
became necessary to organize the work remotely. Moreover, in modern conditions, the
tendency to organize work in such a way has not decreased. Therefore, we emphasize
adding digital competencies to the general competencies of civil servants.

Regarding the classification methodology for general competencies among civil ser-
vants in professional and managerial positions, we propose the following approach: First
of all, competencies should be categorized according to their mastery level, followed by
the establishment of specific requirements for each subgroup, progressing from lower to
higher levels of competence.
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While performing the current work in accordance with the work plan, the civil servants
may need to acquire certain competencies or improve the competencies they have, to en-
sure this, we propose to develop an open self-education system in the civil service system
and create a centralized electronic platform that includes:

— Educational materials and e-courses provided by training institutions and meticu-
lously classified to provide civil servants with efficient access to required information.

— Managers may have access to information on the e-courses attended by civil servants
and the educational materials accessed, aiding in making informed managerial decisions.

— The platform may also facilitate professional discussions among civil servants and
enable them to seek advice from more experienced colleagues, fostering the share of
expertise.
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A number of researchers have addressed work efficiency including that of civil servants, but
researchers have not given one general definition. The question also remains open regarding
the methodology for classifying competencies within the civil service system and strategies to
improve the competencies of civil servants in the Republic of Armenia.

The purpose of the research is to identify the characteristics of competencies among the
factors affecting the work efficiency of civil servants, as well as to make recommenda-tions
for their improvement. To achieve these goals, we have identified the following problems that
need to be solved: to define the efficiency of civil servants’ work and the factors determining
it, analyze the competencies of civil servants established by the le-gislation in RA, and
suggest ways to improve these competencies. To address these is-sues, we used the methods
of comparative analysis and deduction.
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Introduction. The 21st century's technological growth has been characterized by rapid
advancements, convergence of technologies, and their pervasive impact on various as-
pects of society. One of its impact can be considered the formation of the digital econo-
my, which is a driving force in shaping the modern world, influencing how businesses
operate, how people work, and how societies function. Its continued growth and develop-
ment are likely to have profound effects on various aspects of people’s lives and the
global economy. However, the subject of this transformation is a human, but highly edu-
cated and qualified, who needs guidance, support and motivation to maximize his poten-
tial. They are more sensitive, and the traditional form of human resource management
may force them to leave the company either because of indifference or because of a mis-
understanding. To do this, companies need to implement new approaches in their human
resources management systems, from which all parties will benefit.

Scientific novelty. Our scientific novelty will be the proposal of approaches to imple-
mentation in the HR management system and ways to do it. We also offer politicians,
employers and employees to cooperate in finding the right solution to human resource
management issues, since if employee is not satisfied, he tend to leave the country in
search of a more comfortable life and opportunities for growth which will lead to the loss
of highly educated and skilled employees, which is also a loss for the country.

Methodology. In the article have been used theoretical research methods, such as me-
thods of analysis, induction and deduction, as well as methods of description and genera-
lization. In particular, the basics of the digital economy and human resources were pre-
sented using the description method, the growth and share of the digital economy in the
gross domestic product (GDP) were presented using the analysis method. Using the com-
parative method, a comparison of the level of digitalization of developed countries was
presented. Also, the issues of human resource management in the context of digital eco-
nomy were presented by deduction method and local aspects (local companies example)
were presented by induction, conclusion and ways of solutions made via generalization.

Literature review. Talent management is a critical aspect of organizational success,
particularly in the context of the digital economy. The digital transformation of busi-
nesses has brought about significant changes in the way organizations manage their ta-
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lent. McKinsey & Company identifies five core themes that drive the success of digital
transformations: prioritizing hiring senior digital leaders, building a strong employee
value proposition, developing a culture of innovation, creating a flexible and agile orga-
nization, and investing in employee development [McKinsey Digital, 2023]. Deloitte
highlights the importance of mobility and flexibility for employees to remain relevant in
the digital economy [Deloitte, 2016, 2]. Springer notes that HRM digital transformation
has led to changes in employee-related functions such as recruiting, training, and evalua-
tion [Jie & Zhisheng, 2023, 5]. Theintactone identifies challenges and opportunities for
talent management, including setting standards for ethical behavior, increasing transpa-
rency, reducing complexities, developing a culture of reward and appreciation [Thein-
tactone, 2019]. Therefore, talent management issues in the context of the digital economy
are complex and multifaceted and require deep research and understanding for finding
right solutions.

Analysis. The 21st century has witnessed an unprecedented surge in technological
advancements, revolutionizing the way we live, work, and interact. Technology has be-
come an integral part of our daily lives, influencing various aspects of society, economy,
and culture. Its importance in shaping the trajectory of human progress cannot be over-
stated. One of the most evident and transformative impacts of technology in the 21st cen-
tury is the revolution in communication. The rise of the internet, social media, and mo-
bile devices has interconnected the world like never before. People can communicate ins-
tantaneously across borders, fostering global collaboration and breaking down traditional
barriers. Social media platforms have empowered individuals to share ideas, mobilize for
social causes, and create virtual communities, shaping the way societies perceive and
engage with information. Technology has revolutionized education, making information
more accessible and learning more interactive. Online platforms offer a plethora of edu-
cational resources, enabling self-directed learning and breaking down geographical const-
raints. Virtual classrooms and e-learning tools have become integral components of edu-
cation, providing flexibility and personalized learning experiences. The democratization
of information through technology has empowered individuals, fostering a culture of con-
tinuous learning and skill development.

In the realm of the global economy, technology has been a driving force behind unpre-
cedented transformations. Digitalization, automation, and artificial intelligence have re-
shaped industries, creating new opportunities and challenges. E-commerce, online mar-
ketplaces, and digital payment systems have changed the way businesses operate and
consumers shop. The Fourth Industrial Revolution, characterized by the integration of
smart technologies into manufacturing and production processes, has ushered in a new
era of efficiency and innovation. This whole process becomes the basis for the formation
of the digital economy. But what is meant by the concept of “Digital Economy”?. Accor-
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ding to Oxford Learners Dictionary, it refers to an economy that functions mostly
through the use of digital technology, especially the internet [Oxford Learner Dictio-
nary]. In other words — it refers to the economic activities that are driven by digital tech-
nologies, data, and connectivity.

Key Defining Trends
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Picture 1. Digital Economy and Its Characteristics [Huawei, 2021]

It encompasses a wide range of digital technologies and applications that have trans-
formed traditional industries, created new business models, and influenced the way
people live and work. The digital economy is characterized by the rapid and pervasive
use of digital technologies, including the internet, mobile devices, cloud computing, big
data, artificial intelligence, and the Internet of Things (IoT) (see Picture 1.).
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Figure 1. Nominal GDP driven by digitally transformed and other enterprises worldwide
from 2018 to 2023 (in trillion U.S. dollars) [Statista, 2023]
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While in 2018, digitally transformed enterprises accounted for 13.5 trillion U.S. dollars
of the global nominal GDP, in 2023 they are forecast to account for 53.3 trillion U.S. dol-
lars, more than half of the overall nominal GDP. This signals that digital supremacy in
the global economy is near (see Figure 1.).
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Figure 2. Digital economy value as a share of gross domestic product (GDP) in USA,
Central and Eastern Europe (CEE) in 2021 (%) [Statista, 2023] [Alger, 2022]

The share of the digital economy relative to U.S. GDP has increased from 11% in 2005
to an estimated 19% in 2022. During this period, the compounded annual growth rate of
the digital economy was approximately 300 basis points greater than that of U.S. GDP
growth [Alger, 2022]. Estonia, Latvia, and Lithuania had the highest value of digital eco-
nomy as a share of gross domestic product (GDP) among the presented Central and Eas-
tern European (CEE) countries, at 18 percent each in 2021. To compare, in Czechia, the
value of digital economy represented eight percent of GDP (Figure 2.) [Statista, 2022].
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Figure 3. IT Sector in RA [Statistical Committee of RA, 2023]
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The World Bank estimates that the digital economy contributes to more than 15% of
global gross domestic product (GDP), and in the past decade, it has been growing at tw//o
and a half times faster than physical world GDP [WEF, 2022]. Armenia, as a developing
country, cannot stay away from the process of digital economy formation and has been
actively working on developing its Information and Communication Technology (ICT)
sector. As we can see from Figure 3, its share in GDP is growing every year and in 2022
amounted to 3.47%. The government has implemented initiatives to promote the growth
of the technology industry, including tax incentives and support for startups. Yerevan, the
capital of Armenia, has been emerging as a hub for tech startups. The government has
supported various initiatives to foster entrepreneurship and innovation. There are startup
incubators, accelerators, and events that aim to support and highlight the talent in the
technology sector [Ministry of HTI, RA, 2023]. In addition, Armenia has a strong em-
phasis on education in science and technology fields. The country produces a significant
number of IT professionals, and many Armenians are employed in the global IT industry.
The presence of skilled IT professionals is crucial for the development of the digital eco-
nomy. The Armenian government has been working on implementing e-government ini-
tiatives to improve public services, increase efficiency, and reduce bureaucracy. This in-
cludes the digitization of various government services and the introduction of online plat-
forms for citizens [The Electronic Government of the RA, 2023].

The development of digital infrastructure, including high-speed internet connectivity
and digital payment systems, is crucial for the growth of the digital economy. Armenia
has been investing in improving its digital infrastructure to support the increasing de-
mands of the technology sector. The success of the digital economy is influenced by va-
rious factors, including political stability, economic conditions, and global market trends.

The subject of above-mentioned development is the human with his human capital.
Human capital was touched upon by Adam Smith in his work back in the 18th century.
He noted that for the formation of talents, their education, training or retraining require a
lot of money, and this money must be considered as human capital. These talents are part
of the potential of the organization as well as society [Smith, 1776]. Jacob Mincer's ar-
ticle is also important, in which the author explains the individual distribution of income
among members of society solely as a result of their professional education [Mincer,
1958]. The owners of human capital are human resources that need to be managed, main-
tained and directed. Human Resource Management (HRM) in Armenia has been develop-
ping rapidly over the past few years. In this process take place organizations like the
European Association for People Management (EAPM) which is a professional commu-
nity that aims to develop the field of HRM in Armenia [EAPM, 2023]. They work to-
wards introducing modern technologies and leading tools in HRM in Armenia, promoting
the establishment of an effective HRM system. Armenian HR Association focuses on the
development of HR managers and leaders in Armenia. It was founded in 2010 and has
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about 80 members who are the leading specialists of the HR sphere and have come to-
gether to achieve common goals. The main mission of the Association is to develop a
professional community in the field of HRM in Armenia, working towards the introduce-
tion of modern technologies and leading tools in HRM in Armenia, promoting the estab-
lishment of an effective HRM system through the combination of contemporary world
experience and national peculiarities. The main directions of the activities of HR Asso-
ciation are: public awareness of HRM, professional development, improvement of HRM
framework, HR Club meetings. Members of the Association are HR directors, HR mana-
gers, HR consultants, HR professionals, HR generalists, HR trainees and other HR-rela-
ted specialists who represent companies from different spheres. In addition, the availa-
bility of HR software tools in Armenian has also been a significant achievement in the
development of HRM in Armenia. HRDB is one such tool that is available in Armenian
[HRDB, 2023]. This tool can help companies and their HR teams to manage their HR
processes more efficiently. Therefore, it is expected that the field will continue to grow
and develop in the coming years. The advent of the digital economy has brought about
significant changes in the landscape of labor and employment. As technology continues
to evolve, it reshapes the way people work, the skills they need, and the nature of emp-
loyment relationships. This transformation has both positive and challenging implications
for workers and employers alike.

¢ Flexibility and Remote Work: The digital economy has facilitated greater flexibi-
lity in work arrangements. Remote work, enabled by digital technologies, has become
more prevalent, allowing employees to work from anywhere with an internet connection.
This flexibility can enhance work-life balance and increase job satisfaction. However, it
also raises challenges related to maintaining effective communication, collaboration, and
addressing potential feelings of isolation among remote workers.

++ Skill Requirements and Lifelong Learning: The digital economy places a premium
on digital literacy and adaptability. Rapid technological advancements mean that skills
become obsolete more quickly, necessitating a continuous focus on learning and up-
skilling. Employees are expected to embrace a mindset of lifelong learning to remain re-
levant in the evolving job market. Employers, in turn, may need to invest in training
programs to ensure their workforce is equipped with the necessary skills.

+¢ Gig Economy and Platform Work: Digital platforms have given rise to the gig
economy, where individuals engage in short-term, freelance, or on-demand work facilita-
ted by digital platforms. While this provides flexibility for workers, it also raises con-
cerns about job security, access to benefits, and the delineation between independent con-
tractors and traditional employees. Policymakers and businesses grapple with finding a
balance that protects workers' rights without stifling the benefits of gig work.

% Automation and Job Displacement: Automation and artificial intelligence have the
potential to streamline processes and boost efficiency but may also lead to job displace-
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ment in certain sectors. As routine tasks become automated, there is an increased demand
for workers with skills in areas such as data analysis, problem solving, and creativity.
Addressing the potential negative impact on displaced workers requires thoughtful
policies, retraining programs, and a societal commitment to supporting those affected.

+¢ Data Privacy and Security: In the digital economy, data is a valuable asset, and
concerns about privacy and security have become more pronounced. Employees entrust
their personal information to employers, and maintaining the confidentiality and security
of this data is paramount. Employers must navigate the ethical use of employee data, ba-
lancing the need for information with respect for individual privacy rights.

+ Workplace Culture and Well-being: The digital economy has implications for
workplace culture, communication, and employee well-being. The constant connectivity
facilitated by digital tools can blur the lines between work and personal life, leading to
potential burnout. Employers need to foster a supportive culture that promotes work-life
balance, mental health, and employee well-being.

Above-mentioned process is being guided and implemented by human. Therefore, des-
pite the technology growth including the use of artificial intelligence the human is the
key player in whole process. However, not ordinary human — the highly educated person
will be called talent. The robots and artificial intelligence can replace the job of not qua-
lified human, but not talents, since machine cannot make judgement and think out of
scope when talent can and will. In this context, there is a big problem to manage them —
teach, guide, motivate, assess and promote. It is too sensitive, since talents are unique and
it is too difficult to make a talent from the ordinary human, but too easy to lose them with
the loss of whole efforts and resources invested. Therefore, the talent management is very
sensitive issue and should be considered too serious then it is in nowadays companies.

Traditional human resources management (HRM) approaches have some disadvan-
tages. Here are some common disadvantages associated with traditional HRM:

s Paperwork and Administrative Burden: Traditional HRM often involves a signify-
cant amount of paperwork, manual record-keeping and administrative tasks. This can be
time-consuming and may lead to inefficiencies.

s Lack of Flexibility: Traditional HRM practices may be rigid and lack flexibility,
making it challenging for organizations to adapt to changing business environments and
employee needs.

s Focus on Compliance over Strategy: Traditional HRM can be more focused on
compliance with rules and regulations rather than aligning HR practices with the overall
strategic goals of the organization.

s Limited Employee Engagement: Traditional HRM may not emphasize employee
engagement and satisfaction to the extent required in the modern workplace. This can re-
sult in lower morale and productivity.
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¢ Hierarchy and Bureaucracy: Traditional HRM structures may reinforce hierarchi-
cal and bureaucratic organizational cultures, limiting communication and collaboration
across different levels of the organization.

s Ineffective Performance Management: Traditional performance management sys-
tems may rely on reviews, which can be infrequent and fail to provide timely feedback.
This approach may not support continuous improvement and employee development.

s Insufficient Emphasis on Employee Development: Traditional HRM may focus
more on hiring and basic training rather than ongoing skill development and career ad-
vancement, potentially hindering employee growth.

¢ Limited Use of Technology: Traditional HRM systems may rely heavily on manual
processes and outdated technologies, which can hinder efficiency and data accuracy.

*¢ Resistance to Change: Traditional HRM practices may be resistant to change, ma-
king it difficult to adopt new, more innovative HR strategies and technologies.

*¢ Risk of Bias and Inequality: Traditional HRM processes, such as recruitment and
promotion, may be susceptible to biases, leading to issues of inequality and discrimi-
nation if not actively addressed.

To overcome these disadvantages, we recommend organizations transition to more
modern and strategic HR approaches, such as adopting digital HR technologies, imple-
menting agile performance management, and placing a stronger emphasis on employee
engagement and development. Particularly we suggest to:

1. Develop a talent management system with the following features:

s Enhance Employee Experience Platforms: Develop even more comprehensive
employee experience platforms that seamlessly integrate various HR functions, providing
a unified and user-friendly interface for employees. This could include features for career
development, well-being, and personalized learning paths.

% Advance Predictive Analytics: Further advance predictive analytics capabilities in
HR to not only forecast workforce trends but also to provide actionable insights for stra-
tegic decision-making. This might involve predicting turnover risks, identifying skill
gaps, and optimizing workforce planning.

¢ Personalize Learning with Al: Utilize artificial intelligence to create highly perso-
nalized learning experiences for employees. Al algorithms could analyze individual lear-
ning styles, preferences, and career goals to recommend tailored training and develop-
ment opportunities.

¢ Blockchain for HR Credentials: Expand the use of blockchain technology to secu-
rely manage and verify professional credentials, certifications, and qualifications. This
could streamline the hiring process and ensure the accuracy and integrity of employees'
educational and professional backgrounds.

*»  Augmented Reality (AR) for Training: Integrate augmented reality into HR training
programs to provide immersive and interactive learning experiences. AR could be used

29



ALTERNATIVE quarterly academic journal

for on-the-job training, simulations, and virtual collaboration, especially in industries
with hands-on work.

s Emotional Intelligence and Sentiment Analysis: Implement tools that leverage Al
to assess and improve emotional intelligence within the workplace. Sentiment analysis
could be used to gauge employee morale, engagement, and overall well-being, allowing
HR to proactively address potential issues.

«» Diversity, Equity, and Inclusion (DEI) Tech: Develop technologies that support
diversity, equity, and inclusion initiatives. This could involve Al tools to identify and
address biases in hiring processes, analytics for tracking diversity metrics, and platforms
to promote inclusivity in the workplace.

s Continuous Performance Management: Evolve performance management systems
to focus on continuous feedback and development. This includes real-time feedback me-
chanisms, agile goal-setting tools, and analytics to measure ongoing employee perfor-
mance and growth.

*»  Gamification for Employee Engagement: Integrate gamification elements into HR
processes to enhance employee engagement. This could include gamified training mo-
dules, recognition programs, and competitions to foster a positive and collaborative
workplace culture.

* HR Virtual Assistants with Emotional Intelligence: Develop virtual HR assistants
with advanced natural language processing and emotional intelligence capabilities. These
assistants could understand and respond to employee queries, provide emotional support,
and offer personalized guidance on HR-related matters.

2. Delegation of high proportion of HR functions to Artificial Intelligence, which
should be present in 3 levels:

¢ Recruitment Procedure:

» It should more easily and correctly find potential employees in employee’s net-
works like http://www.Linkedin.com, analyze their behavior in social portals and get pre-
liminary understanding is that person suitable for exact position or no. Also, it can more
effectively make a shortlist of applied candidates CVs.

» Secondly, with the help of inquiry forms, which should be prepared using cross-
question methods, it is easy to determine the real personality of candidates and check
their professional level with the help of professional tests.

» Finally, it will suggest candidates who are most suitable for that position, without
sympathy, subjectivity, or influence of any other factors.

s Talents Trainings and Support: Via periodic inquiries, it can easily determine
which talents are lacking in training and which needs improvement. He will also identify
any problems that are bothering talents and try to find solutions. It should also be an
informative portal that allows employees to understand what is happening in the compa-
ny, and if any problems arise, employees can anonymously ask the Al a question and get

30



ALTERNATIVE quarterly academic journal

an answer. This will prevent a lot of conflicts within companies and give management
some insight into the thoughts of employees.

% Talents Assessment Procedure: The assessment procedure should also be per-
formed via Al The Al should assess whether talent meet the needs of the company, have
a high performance and make his duties and task in appropriate time. It should be made
via periodically analyze of feedbacks received, work done and identified misstatements
analyze and it is very important that talents are informed about their current status, so that
they can make improvements and receive a promotion or bonus during the annual (seaso-
nal) assessment. Otherwise, if they don't get promoted, they won't blame anyone but
themselves. For making it each employee at least should:

» have clear KPIs (Key Performance Indicators),

» receive monthly feedback from the manager,

» have career coach, who should be at least 2 level high (by position) and be from the
other department, who will make career growth plan, guide and support him,

» have clear clarification each decision implemented in the company concerning to
staff. For example, promotion of any staff member — it must be clear why decision made,
alternatively person will try to find the reasons by himself and will have a feeling of in-
justice. Nothing can harm employee more than the feeling of injustice. The digital HR
system should eliminate this feeling from the staff.

Also, the employee should be able to give an assessment to the manager. It is desirable
that employee reviews are anonymous so that the employee can get a clear idea of what is
happening,

3. Since keeping the talents inside the company and inside the country is also the aim
of government, government can also take place in this process. We suggest giving tax
privileges to companies, which make investments in creating HR system by, at least, let-
ting them to record as an expense the investments made on HR systems and thus decrease
the income tax. Overall, all shareholders will benefit from the process.

Conclusion. Talent management issues in the context of the digital economy are com-
plex and multifaceted. Organizations must prioritize hiring senior digital leaders, build a
strong employee value proposition, develop a culture of innovation, create a flexible and
agile organization, invest in employee development, and adapt to the changing nature of
work in the digital age. Also in navigating the challenges and opportunities presented by
the digital economy, it is crucial for policymakers, employers, and workers to colla-
borate. Proactive measures, such as investing in education and training, implementing
fair labor practices, and establishing clear regulations around digital work, can contribute
to a more inclusive and sustainable future for the workforce in the digital age.
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The article examines the issues of human resource (talent) management in the context of
the digital economy. It presents the role of human resources in the formation of the
digital economy, the importance of human resource management, the disadvantages of
traditional human resource management systems and the need to switch to digital human
resources management systems. At the end of the article, it was indicated what the new
digital human resources management systems should be, the introduction of artificial
intelligence into human resource management at 3 levels was proposed — the recruitment
procedure, talents training and support and talents assessment procedure, as well as a
description of how this should be implemented. It was also suggested that the Govern-
ment of the Republic of Armenia become a part of this procedure by providing tax incen-
tives to companies that invest in the creation of a digital human resources management
system.

32



ALTERNATIVE quarterly academic journal

TAX SYSTEM STRATEGIES, THEIR ANALYSIS AND WAYS OF
IMPROVEMENT IN REPUBLIC OF ARMENIA

Mher FRANGULYAN

Ph.D. in Economics, European University in Armenia, lecturer

Key words: strategy, improvement, analysis, tax system, function

Introduction. Management is the act of transforming a disorganized crowd into an or-
ganized, productive, and purposeful group. This is how modern theorist Peter Drucker
defined management, who in his book " The Effective Executive" presents management
as mental work, the effectiveness of which, unlike physical work, can be assessed from
the point of view of how well the set goals have been achieved. To substantiate this, he
presents a number of examples in his book, in one of which he describes a painting depi-
cting a soap factory. Two men stand in front of one of the factory's many doors, looking
in through the open door, where Mr. Smith sits with a mysterious face, a pipe in his
mouth and his feet on a table. One of the two men standing in front of Mr. Smith's door
asks the other. "Is Mr. Smith thinking of soap at this moment?" And indeed, how much
Mr. Smith thinks about soap is not visible, it cannot be measured by material or quantita-
tive indicators, and can only be appreciated in the actions and decisions that are aimed at
the realization of the goals of the soap factory. In other words, whether or not Mr. Smith's
performance as a manager is effective can be assessed by analyzing how well his deci-
sions have contributed to the achievement of defined measurable goals [Drucker, 2017].

Considering the imperative to form an effective tax system in the above context, it
becomes clear that in the process of forming such a system, both the strategies of the
authorized tax authority in RA, and the reports on the implementation of these strategies,
which will be able to record the tax system's set for certain periods, are of great impor-
tance. achievement of goals. This is the main reason why it is necessary to analyze and
research all the strategies of the RA tax system, using the available scientific and
methodological tools and the results of scientific research already known to science.

Considering strategy development and implementation as one of the most important
directions of management, planning, and implementation of the function, tax system stra-
tegies were analyzed from the point of view of implementation of the planning function
of tax system management. Therefore, taking into account that the implementation of the
planning function is aimed at predicting the desired results that the whole system should
strive for through the formation of a bridge between the present and the future, the ana-
lysis of strategic goals was chosen as an important scientific-methodical direction from
the point of view of researching the strategies of the tax system. Priority was given to the
compliance of the goals defined in all the strategies developed by the RA tax authority
with the requirements presented to the goals known in management science. For the
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purpose of analysis, a special role in the research was assigned to the measurability of the
goals defined by the strategies, because only in the case of measurable goals would it be
possible to give a clear, objective and fair assessment of the operation of the tax system,
calculating both the effectiveness of the implementation of the structures provided by the
strategies and the effectiveness of the entire tax system.

Methodology. The theoretical, informative and methodological basis for the scientific
article were the reforms taking place in the RA tax system, the laws regulating tax rela-
tions, the studies carried out in the field of tax system management and reforms, legis-
lative acts and decisions of the RA government, also the officially published reports of
the RA SRC. In this regard, using the methods of analysis, comparisons, combinations,
the scientific article has studied how much this or that structure developed for tax reforms
and regulation of tax relations contributes to the efficiency of tax system management.
Based on this, there were analyzed the strategies of the tax system, the methods and prin-
ciples used for their development.

Literature review. It is a fact that there were covered many theoretical, practical and
methodological issues in the direction of tax reforms and the formation of an effective tax
system in RA. Such researchs were done and they are continueing to be done by the both
Armenian and foreign authors. From the point of view of researching the problems of the
tax system, the mentioned authors mainly studied the development of the strategy of the
tax authority, the improvement of tax administration, the implementation of reforms in
the RA tax system, increasing the effectiveness of tax policy and other similar issues. In
this case, there are few researches regarding to the management of tax system and how
effective acts the tax system to achieve its purpose.

Scientific novelty:

v’ In order to improve the strategies of the tax system, it is necessary to periodically
analyze them, comparing the obtained results with the defined measurable goals.

v" In order to create an effective tax system, it is important to define measurable, rea-
listic and achievable goals in tax policies and to create a system for evaluating the func-
tions of the tax system for defining these goals.

Analysis. The tax authority of Armenia, called State Revenue Committee of Republic
of Armenia (RA SRC), was established in 1999, despite the fact that the formation of the
independent tax system in RA began in 1992 [Tamazyan, 2003]. Since the creation, the
tax system has gone through several stages of development. In the most recent change in
2018 The RA SRC was reorganized since April of the same year. In general, the activi-
ties of the RA SRC are aimed at the formation of an effective tax system and the conti-
nuous improvement of it. For this purpose, during its activities, the RA SRC has deve-
loped and implemented a number of strategies, of which three were most important:
2008-2011, 2012-2014 and 2020-2024 strategies. Aiming to analyze them individually,
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we study and analyze them from the point of view of the effectiveness of the tax system
management. For the first time of its history in 2008 by the decision of the Government
of the Republic of Armenia, for 2008-2011 it was approved and adopted the strategic
plan, which is called the Strategy of the State Revenue (Tax and Customs) Administra-
tion of the Republic of Armenia.This strategic plan included 7 main objectives of tax ad-
ministration and 7 main principles of customs administration strategy. At the same time,
the above-mentioned strategy was the basis for the development of the customs admi-
nistration strategy in 2008-2012 [Order No. 187-A], 2009-201 five-year strategic plan,
and also IT sector development strategy of the tax authority in 2009-2011. This strategic
plan should became a basis for the implementation of the RA SRC electronic manage-
ment system in 2009-2011 [Order No. 2737-A], as well.

The mission of the mentioned strategy was to provide stable state revenues with the
priority of the principle "facing the taxpayer". In order to achieve this mission, the State
Revenue Administration Strategy envisaged the implementation of a number of object-
tives and the introduction of a number of systems [Decision N 941]. In particular:

In terms of tax administration, the most important goals have been defined.

e ensuring correct, complete and timely taxation of large businesses,

o definition of an effective tax burden for small businesses using "soft" tax administ-
ration,

e Overcoming tax authority corruption,

o full implementation of the principle of voluntary payment of tax obligations (self-
assessment),

e new tax audit policy,

e implementation of an effective tax authority management system.

e ensuring effective management of tax administration information flows.

In terms of customs administration, the most important goals have been defined.

e increase in customs revenues,

¢ Ensuring the fair distribution of customs and tax burdens among business entities,

e ensuring the fight against smuggling and reducing the number of cases of violation
of customs rules,

e providing high-quality services to business entities and shortening their terms,

o Ensuring the transparency of the customs system and creating honest behavior.

In terms of tax payers service, the most important goals have been defined.

e simplifying tax administration procedures and ensuring uniform application of
legislation,

o strengthening the principles of voluntary tax payment (self-assessment),

e improving the organization of tax administration,

e increasing the level of tax discipline and the effectiveness of the fight against tax
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evaders,

e increasing the level of accountability,

e provision of two-way feedback "taxpayer-tax authority",

e providing taxpayers with high-quality service and raising the level of taxpayer
awareness,

e development of new technologies and means of communication.

The most important goals for the development of the IT sector have been defined.

o Integration with the electronic management system developed in RA,

e reconstruction, replenishment and completion of the information base of the tax
authority,

e implementation and application of the assessment and management system of risk
sectors and taxpayers,

e implementation and improvement of the system for submitting reports to tax autho-
rities electronically,

e Improving the management and communication of interactive flows.

In 2008-2011 for the implementation of the above objectives, the RA authorized tax
authority developed 100 or more measures, as a result of which a number of taxpayer ser-
vice and management systems were implemented in the RA tax system. In particular,
within the framework of the implementation of the strategy, there were introduced the
system of submitting electronic reports by taxpayers, a number of customs control sys-
tems, the system of assessment and management of risky taxpayers, etc. Every year, the
RA SRC published an annual report on the performed works, which summarized the per-
formed measures and the next year's priority issues and development directions. And des-
pite the implementation of various measures and the implementation of various systems,
the annual reports of the RA SRC did not evaluate the effectiveness of the implemented
measures and systems. In this regard, it was not reflected in the RA SRC reports.

e how much was the cost part of the implementation of this or that system,

e how effective was the implementation of the concrete system,

e to what extent the introduction of this or that system contributed to the growth of
tax revenues

e to what extent the introduction of this or that system contributed to the reduction of
the shadow economy.

Even more, analyzing the RA SRC 2009-2012 annual reports, it turns out that, despite
the fact that the amount of taxes in 2007 instead of 505.5 billion drams, it was 749.3
billion drams in 2012, however, the tax/GDP ratio changed slightly by 2.72% (from
16.1% to 18.82%) (see table 1). The data in Table 1 document that the increase in taxes
was mainly due to the growth of the GDP and did not contribute to the reduction of the
shadow economy. It is clear from Table 1 that the increase/decrease in taxes from year to
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year was accompanied by the increase/decrease in GDP, and the 2.72% increase in the
tax/GDP ratio over 5 years (assumed to be the result of GDP growth) was also signifi-
cantly influenced by Legislative changes in 2009, nhen the withholding tax was replaced
by VAT.

Table 1. 2007-2012 taxes, tax growth rate, GDP, GDP growth rate, tax/GDP ratio in %

Indicator 2007 2008 = 2009 2010 2011 2012
Taxes, billion Dram 505.5 621.1 5224 594.1 654.0 749.3
Tax growth rate, % 313 228 | -159 137 10 14.6
GDP, billion Dram 3149.3 3646.1 3165.5 3460.2 3776.4 3981.5
GDP growth rate, % 18.2 158 @ -132 93 9.1 54
taxes/GDP, % 16.1 17.0 16,5 17.1 173 18.8

Analyzing RA SRC 2008-2011 strategy from the point of view of tax system manage-
ment, it can be concluded that the latter did not have the goal of tax system management,
including increasing the efficiency of management and, as a result, forming an effective
tax system. Although the strategy has set goals for the implementation of some structures
for the separate subsystems of the tax system, however, there is no record of any indi-
cators for the defined goals at the time of strategy development, which would allow ma-
king the goals measurable and more realistic. This is the reason that RA SRC 2008-2011
in the reports, there is no assessment of the extent to which the set goals have been
achieved or whether this or that structure has increased the efficiency of the tax system
management and contributed to the effective implementation of the tax collection
process.

By the decision of the RA government in 2012 was adopted and approved the strategy
by the Tax Administration of the RA SRC for 2012-2014. In this strategy were identified
4 objectives of tax administration improvement [Decision N 195-N].

e increasing the quality of service for taxpayers,

e reorganization of the main business processes of the tax authority,

e introduction of modern tax control mechanisms,

o cffective management of human resources, improvement of internal control
mechanisms

At the same time, the vision of the tax authority defined by the given strategy was laid
as the basis for the definition of the above-mentioned goals, to ensure the collection of
tax revenues at the expense of improving the administration. In other words, one of the
key issues of the above strategy is to improve administration. And since in the imp-
rovement of the administration, the people who carry out the administration, the tax and
customs officers, play an important role, it can be argued that the effective management
of human resources is also one of the most important issues of the strategy.
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It is noteworthy that the RA SRC 2011-2013 served as a benchmark for the develop-
ment of the above-mentioned strategy and the implementation of goals. Moreover, by RA
SRC president's decree defines 51 measures with deadlines for their implementation,
which need to be implemented in 2011-2013. The results of the strategic plan also are
summarized in the RA SRC annual reports. However, as we have already mentioned for
RA SRC 2008-2012 strategy, the annual reports did not evaluate the effectiveness of the
implemented measures, there is no clear quantitative assessment of how much they cont-
ributed to the growth of tax revenues and the reduction of the shadow economy. In other
words, the previous the results of the 2008-2011 strategy are not quantitatively and quali-
tatively measurable, there is no clear assessment of the implemented systems, therefore
they could not be the basis for the new 2012-2014 strategy in defining strategy objec-
tives.

And despite the fact that in 2012-2014 the goals of the strategy are not substantiated,
because they do not have an indicator basis, however, let's try to analyze the results of the
implementation of these goals, taking as a basis the RA SRC 2012-2014 annual reports
and published reports on inspections and studies conducted by the RA SRC by year.
According to the RA SRC reports, in 2012-2014 in the structure of the inspections and
studies carried out by the RA SRC, the inspections of the accuracy of the use of control
cash registers, and then the inspections aimed at the detection of unregistered hired
workers, have a significant weight. However, it is important to pay attention to the fact
that the total number of inspections and studies in 2012-2014 has a decreasing trend and
has not undergone significant changes (see table 2). In particular, the number of
inspections decreased by 12.05% in 2013 compared to 2012, and by 4.2% in 2014
compared to 2013.

Table 2. Inspections carried out by RA SRC by types in 2012-2014

Implemented inspections
Inspection type quantity

2012 2013 2014
Checking the accuracy of the relationship with the budget 1410 1470 1581
Inspection of control cash registers 7621 6972 5647
Check for detection of non-converted employees 3591 2194 2905
Other inspections 782 1152 1157
Total 13404 11788 11290

According to table 2, the total number of inspections in 2012-2014 ranged from
11,000-1,300. Keeping almost the same number of inspections allows us to assume that
the implementation of inspections was of a planned project nature and was repeated al-
most every year with almost the same number. The basis for such an assumption is the
analysis of the indicators of inspections with the annual reports of the RA SRC. In parti-
cular, the annual reports present only the quantitative indicators of inspections and their
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increase or decrease, but it is not addressed to what extent the implementation of such a
number of inspections contributed to the reduction of the shadow economy and the imp-
rovement of administration. In the reports, it is not specified and justified how the imple-
mentation of such a number of inspections is justified, how effective is the implement-
tation of the given function of the tax authority and why fewer or more inspections were
not carried out. Analyzing the results of inspections and studies carried out by the RA
SRC in 2012-2014 reports, we can also assume that the inspections were carried out
without evaluating the effectiveness of the given function and did not contribute to the
improvement of administration (see table 3).

From the analysis carried out according to Table 3, it becomes clear that:

* Regarding the inspections and studies carried out in 2012, 34.3% of taxpayers had the
inspections and studies repeated in 2013, and 31.15% in 2014.

* Regarding inspections and studies carried out in 2013, inspections and studies were
repeated in 2014 for 38.9% of taxpayers.

At the same time, analyzing the checks on the use of control cash registers (cash
register checks), which have the largest share in the number of total checks, it turns out
that the amount of the fine per check in terms of cash register checks has not changed
significantly.

Table 3. 2012-2014 repeated audits of the same taxpayers by year by taxpayer

Indicator 2012 | 2013 2014
Number of audited taxpayers 17717 | 12328 12741
The number of taxpayers re-verified compared to the | - 6087 4797
previous year

Proportion of re-verified taxpayers compared to - 343 38.9
previous year, %

In 2012 compared to the number of re-verified - 6087 5519
taxpayers

In 2012 relative to the proportion of re-verified - 343 31.15
taxpayers, %

In particular, in 2012 the amount of the fine for the cash register inspection was
137,846 drams, in 2013 it was 158,188 drams, and in 2014 it was 156,146 drams. Taking
into account the fact that the fine for committing the same violation again within a year is
300,000 drams, it can be assumed that re-inspecting 1/3 of taxpayers every year does not
aim to improve inspections. In other words, the re-inspection of taxpayers was not aimed
at changing their behavior by fining them again, but it is assumed that it had a formal na-
ture and was the result of the implementation of the planning project.

In order to improve the administration, in 2012-2014 one of the measures implemented
by the strategy is the effective management of human resources. For this purpose, the
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"Educational Center" SNOC began to carry out intensive activities, one of the most im-
portant tasks of which is the training of tax and customs officials. Despite the fact that the
above-mentioned SNOC was established in 2008 by the decision of the Government of
the Republic of Armenia, still the SNOC started to carry out vigorous activities in 2012.
According to the annual reports of the RA SRC, as a result of the activities of the SNOC,
for the first time in 2014, 1455 out of 1913 tax employees were trained, 141 were
certified, 534 out of 791 customs employees were trained, and 12 were certified. Then in
2014 then every year 81-85% of tax officers and 71-75% of customs officers were
trained. Annual mandatory trainings were accompanied by changes in tax laws, which
gives reason to assume that the trainings were related to changes in the tax code and
laws. It is assumed that this is the reason that the annual reports of the RA SRC, apart
from the quantitative indicators of the tax officials who participated in the competition,
won the competition, were held responsible, encouraged and trained, other data are mis-
sing. In particular, there is no assessment of the effectiveness of the activities of the
"Learning Center" SNOC. The reports do not include data on the costs of maintaining the
activities of the SNOC, the costs for the training of tax and customs officials, and it is not
presented to what extent the training of tax and customs officials contributed to the inc-
rease in taxes and the reduction of the shadow economy.

In general, no matter how much 2012-2014 the systems introduced by the strategy
contributed to the development of the RA tax authority, however, as in 2008-2011, du-
ring the strategy, after the implementation of the systems, there is no assessment of the
effectiveness of the implementation of these systems. In the same way, the goals defined
by this strategy are also not measurable and less realistic, which does not give an oppor-
tunity to clearly and objectively assess the effectiveness of the tax system management,
justifying the expediency, urgency and necessity of the costs incurred for the implemen-
tation of these structures.

Unlike previous years, 2015-2018 no strategy has been developed for the RA SRC. In
these years, the activities of the RA SRC were mainly aimed at the implementation of
reforms in the administration of state revenues. During the implementation of the latter,
the State Revenue Committee of the Republic of Armenia was guided by the program of
the Government of the Republic of Armenia for the given year, the perspective develop-
ment of the Republic of Armenia for 2014-2025 according to the administrative direc-
tions fixed by the strategic plan and separate programs approved by the RA government's
decisions of the given year. In other words, 2015-2018 RA SRC strategic goals were not
defined, and the annual reports of RA SRC summarized the tax and customs inspections
carried out each year according to individual types. As in the previous reports, as well as
in the 2015-2018 RA SRC annual reports, there is no information regarding the reduction
of the shadow economy and the measures implemented in that direction. Grounds for
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developing a new strategy emerged only in 2019, with point 2 of the annex approved by
the RA Government's decision N667-L of 08.06.2018, by which state administration
bodies are obliged to develop strategies and activity plans.

By the decision of the RA government in 2019 RA SRC 2020-2024 was approved the
strategic plan for the development and improvement of agriculture, according to which
the RA SRC is assigned to review the strategic plan every year, until July 1 of the given
year, and present a new strategic plan for the next 5 years every year. In this case, we try
to analyze the problems and goals defined by the strategy 2020-2024 which is later
changed in 2021. In contrast to the previous strategies of the SRC, the mission of the RA
SRC was defined by the above-mentioned strategy [Decision N 1830-L].

* regarding the tax service: to provide targeted and effective tax administration
through professional tax preparers, providing quality services and using electronic ma-
nagement systems, the implementation of which will ensure reduction of the tax shadow
and sustainable growth of tax revenues, contributing to the formation of a new culture of
willingness to pay taxes and among taxpayers increasing the level of law enforcement.

* regarding the customs service: to support the sustainable development of the RA
economy through the provision of quality services through professional customs contrac-
tors, through the promotion of foreign trade, the facilitation of customs administration
and the security of the domestic market.Based on these missions, with the above-
mentioned strategy, the RA SRC 2020-2024 goals have been set.

¢ Improving the quality of services provided to taxpayers by improving management
systems, the sub-goals of which are the introduction and development of electronic and
digital tools, as well as the restructuring and optimization of SRC functions and
procedures.

e Increasing the efficiency of the administration, increasing revenues, reducing the
shadow, the sub-goals of which are the prevention of tax and customs offenses and
encouraging voluntary discipline, increasing the effectiveness of the fight against tax
evaders and reducing the level of tax shadow.

e Modernization of infrastructures, construction, the sub-goals of which are moderni-
zation of existing infrastructures and expansion of cooperation, modernization of customs
subsystems and technical saturation.

o Increasing the level of dialogue with the public, the sub-goal of which is the expan-
sion of dynamic feedback opportunities with the public.

o Implementation (improvement) of the modern human resources management system,
the sub-goals of which are the formation of personnel policy and work culture, the mo-
dernization of the professional education, training and qualification system.

In other words, according to the 2020-2024 strategy, the RA SRC mission is aimed at
reducing the shadow economy, but the strategy does not define how much the shadow of
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the RA economy is and how much the shadow is planned to be reduced by this strategy.
From this point of view, the mission and objectives of the given strategy are not mea-
surable and do not meet the requirements presented to the objectives of the management
system. In particular, in the theory of management, it is accepted that the mission is the
main goal of the organization, is above all its goals and should describe the activity of the
organization in the present and in the future [Davletov, 2015]. And since the above-
mentioned strategy not only does not describe the current state of the shadow economy,
but also the strategy records that the tax authority in RA does not have an effective sys-
tem and mechanism for systematic evaluation of the shadow, then the RA SRC 2020-
2024 strategic mission becomes a dream. Moreover, with the strategy of 2020-2024 the
shadow economy indicator is missing among the macroeconomic indicators predicted for
(see table 4). This is when the mission of the above strategy is to reduce the shadow, and
the mission for any organization is the basis of its existence. In fact, there are no predic-
tions made about the basis of the strategy's existence.

Table 4. RA SRC 2020-2024 macroeconomic indicators predicted by the administration's
development strategy, billion drams

Indicators 2019 2020 2021 2022 2023 2024
GPD 6,630 16,975 7,615 8,320 9,152 {10,067
Tax revenues and government duty 1,463 1,562 1,736 (1,922 2,160 2,416
Taxes / GPD % 22.1% 22.4%  22.8% |23.1% |23.6% [24.0%
Efficiency factor 1.49% [1.93% |1.71% (1.56% [1.26% (1.12%

At the same time, it should be noted that in the predicted indicators of the strategy, a
decrease is predicted in terms of the efficiency index, even compared to the period before
the strategy. Although a strategy with the mission of reducing the shadow economy was
expected to have a high efficiency ratio at the expense of reducing the shadow economy.
According to the table, it is quite clear that the overarching goal of the strategy is the inc-
rease in tax revenue that is projected for each of the years of the strategy. However, if
there is no quantitative reduction of the shadow economy in the economy, then the
growth of tax revenues and GDP is not economically justified [Bostanjyan et al., 2017].

We believe this is the reason why the strategy of RA SRC 2020-2024 was changed in
December 2020 and the mission of RA SRC was changed. With the change made, the
mission of the RA SRC in terms of tax service was defined as ensuring the revenues
controlled by the tax authority of the RA state budget by providing digitized and high-
quality services, improving tax discipline with targeted and "invisible" administration.
Since the objectives of the strategy derive from the mission, it is clear that the above ob-
jectives defined by the strategy do not meet some of the requirements for the objectives
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[Udalov et al., 2013]. In particular, the following requirements are presented to goals in
management theory. The goals should be:

e clearly and quantitatively measurable,

o feasible

o flexible and capable of adjustments,

eunderstandable

o controllable, if necessary, allow to evaluate the degree of their implementation,

e coherent in time and space,

e beneficial to the organization and its environment.

For all objectives defined in the above strategy, there is a description, necessary mea-
sures, expected results and measurable indicators. However, not all measurable results
defined for goals and sub-goals are quantifiable. Some goals are not controllable because
they do not have a baseline at the time the strategy is created. For example, for the sub-
goal "increasing the efficiency of customs control”, measurable indicators have been
defined by the strategy. Amendments have been made to relevant normative legal acts
and international agreements,

e the electronic payment system works,

o the information systems necessary for preliminary declaration have been launched,

e an evaluation system of conscientious businessmen is introduced,

ethe results and analyzes obtained as a result of the implementation of the Time Re-
lease Study tool are applied.

The indicators are evaluated as follows:

v' target indicator: "done"

v' Baseline: "not done".

Of course, systemic changes, the introduction of new tax systems and the moderniza-
tion of old systems are important for the functioning of the system, but the implementa-
tion of these systems is not justified if there are no quantifiable indicators. In particular,
in this case, there is no quantitatively evaluated indicator, to increase or decrease of
which the implementation of the above activities should be aimed. The lack of causal re-
lationships between quantitative indicators and implemented systems does not allow us to
clearly justify that the implementation of these systems will contribute to the achieve-
ment of military goals. In another example, for the sub-goal "Communication System of
Taxpayer Service Centers of RA SRC", a measurable indicator was set to increase the in-
ternal satisfaction of taxpayers by 35 percent. Of course, in the measurable indicators, it
is planned to assess the satisfaction before and after the implementation of the system,
but at the time of strategy formulation, there is no measurable indicator. Maybe after eva-
luation it turns out that satisfaction needs to be increased by 10 or maybe 50 percent. Al-
80, it is not specified with which period of time the satisfaction index will be compared.
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From the point of view of management, not only the implementation of the system is im-
portant, but its continuity and perspective.

Conclusions. To summarize: thus, analyzing the strategies of the RA SRC, one can
come to a conclusion.

1. The strategies of the RA SRC were drawn up without a comprehensive and objective
assessment of the functions of the tax authority. As a result, despite the fact that new
systems have been regularly introduced in the RA tax system and are continuously being
introduced, their effectiveness and necessity are not substantiated in any way. From this
point of view, it is necessary to evaluate the functions of the tax authority in order to
understand how well the functions of the RA SRC are defined, how much each of them
contributes to the growth of tax revenues and the reduction of the shadow economy.

2.1t is necessary to form a regularly improved system for evaluating the functions of
the tax authority, which should provide an opportunity to measure the effectiveness of the
operation of each function and the implemented systems, by carrying out a factor analysis
of how much this or that function of the tax authority contributes to the implementation
of the mission of the tax authority and the effectiveness of tax collection activities imp-
lementation.

3.When developing the strategies of the tax system, their goals should be defined
based on the results of an objective and fair assessment of the tax system's activity. In
this regard, the strategic goals should become measurable and achievable, taking into
account the indicators of the assessment of the functions of the tax system. Because if
precise and measurable strategic goals are defined, it will be possible to understand how
much the functions of the tax system have contributed to the realization of these goals
and as a result form an effective tax system.
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Tax system strategies generally indicate the set of mechanisms needed to create an effi-
cient tax system. In this context, the analysis of the strategies of the tax system is aimed
at the discussion of the correct definition of strategic goals and the possibilities of their
implementation. By analyzing the strategies of the RA tax system, the omissions and
errors are revealed, which should be taken into account in the process of developing tax
system strategies. It is necessary to improve the strategies of the tax system, because as a
result it will be possible to develop such goals. In turn, the implementation of the strategy
may contribute to the formation of an effective tax system. In this regard, the performed
analyzes and studies show that one of the directions for improving the strategies of the
tax system is the objective and fair evaluation of the functions of the tax system. The for-
mation of an objective and effective evaluation system of the functions of the tax system
will allow to understanding to what extent the performed functions contribute to the
realization of the goals of the tax system by implementing such functions, as a result of
which the efficiency of the tax system will increase.
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Introduction. Al refers to replicating human intelligence, programmed to think and
learn like humans. Al technologies include machine learning, natural language process-
sing, computer vision, and robotics [The Federal Government, 2020, 10]. These techno-
logies allow computers to perform tasks that normally require human-like intelligence,
such as understanding language, recognizing objects, and making decisions based on
data. "Artificial intelligence is a system that can make predictions, recommendations or
decisions for a certain set of goals defined by a person, influencing reality” [Araya, 2022,
8]. Al is used in almost every industry, including healthcare, finance, manufacturing,
transportation, and more. Al has the potential to improve efficiency, productivity and ac-
curacy in many aspects of daily life, and is expected to have a significant impact on the
economy and society in the coming years. Al is transforming the world we live in and it
is becoming more and more common in our daily lives. Al is changing the way we in-
teract with technology, from virtual personal assistants like Siri to self-driving cars and
automated customer service bots. However, Al not only has the potential to revolutionize
our personal lives, but it can also develop key sectors in the country if it is applied ef-
fectively in the public administration system.

Research methodology. The study of Al, as well as its improvement, will allow us to
process huge amounts of data within seconds, through which analyzes will be made and
decisions will be made, in which there will be little or no chance of error. Foreign
professional literature on artificial intelligence, scientific, analytical and online publica-
tions of researchers, as well as the world index of Al served as an information base for
the study. For the sake of scientific analysis, the subject of research was divided into
separate parts, and each of these parts was studied. During the study, the separately stu-
died parts were put together, as a result of which conclusions were made.

Literature review. As such, there are no Armenian researches on the topic of the appli-
cation of Al in the state administration system, the main studies were carried out by fo-
reign authors and through this research, reference was made to the strengthening of the
state in the case of the latter's significant application in the state system of the Republic
of Armenia (hereafter RA). Al has become one of the most talked-about and fast-growing
areas of technology in recent years. It involves creating computer systems that can per-
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form tasks that normally require human intelligence, such as language comprehension,
visual perception, decision making, and problem solving. The concept of Al dates back to
the mid-20th century, when John McCarthy, Marvin Minsky, and Allen Newell began
developing computational models of intelligent behavior. The term was coined in an aca-
demic context in the 1950s to denote an emerging field of research that explored how ro-
bots are able to perform tasks by exhibiting intelligent, human-like behavior [Russell,
2016, 15] and the ability of machines to act as intelligent agents [Tzafestas., 2016, 24].

Al includes such methods as supervised and unsupervised machine learning [Smola,
2005, 30], artificial neural networks [Priddy, 2005, 12], case-based reasoning [Kolodner,
34], machine reasoning [Bottou, 2014, 133]. Al also includes cyber-physical systems
such as robotics, image and face recognition, speech recognition, virtual assistants and
autonomous vehicles [Radanliev, 2020, 3]. However, it is only in the last decade that Al
has gained much attention due to advances in deep learning algorithms and massive in-
creases in computing power. One of the earliest and most famous applications of Al was
IBM's Deep Blue chess program, which defeated world chess champion Garry Kasparov
in 1997. Since then, Al has been applied in a wide range of domains, including natural
language processing, image and speech recognition.

Al can play a major role in public administration through analysis, monitoring, deci-
sion-making processes and other managerial tasks. Dealing with Al requires a paradigm
shift in public administration to collect, store and analyze data, train public employees
and make them competitive.

Scientific novelty. The scientific novelty of this article is the prospects for the creation
of "Smart Ministries" through the introduction of Al, which can breathe new "breath"
into the efficiency of the management system.

Analysis. The government's strategies focused on the Al is a relatively new pheno-
menon and the states have started to implement it in their strategic plans since 2016. In
2023, the global index of Al (hereinafter: Index) defines the 62 countries (among which
the Republic of Armenia is also included) that implemented Al. This list includes only
Turkey (table 1) from neighboring countries of Armenia [Tortoise Media, 2021].

Table 1. World Index of Al

Table 1 Total score Place
United States 100 1
China 61.5 2
Singapore 49.7 3
United Kington 41.8 4
Turkey 20.6 39
Armenia 14.5 54
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The global index of Al is based on 143 indicators, which are divided into seven sub-
pillars:

Talent - focuses on the availability of skilled professionals to deliver Al solutions.

Infrastructure - focuses on the reliability and scale of access infrastructure, from elect-
ricity and Internet to supercomputing capabilities.

Operating environment - focuses on the regulatory context and public opinion around
Al

Research - focuses on the volume of specialized research and researchers by exami-
ning the number of publications and citations in credible academic journals.

Development - focuses on developing the fundamental platforms and algorithms on
which Al's innovative projects are based.

Government strategy - focuses on the depth of the government's commitment to Al
based on investments and strategic plans.

Commercial - Focuses on startup-level, investment- and Al-based business initiatives.

The European approach to Al is often referred to in the context of the "global Al race",
which also includes the USA and China [Craglia, 2018]. Although the USA has the
highest private sector investment in Al [McKinsey, 2020], the use of Al in public sector
is lower, partly due to the fact that the current and planned use of Al in public administ-
ration much less research and official information is available [Cath, 2018, 505-528].

The deployment of governmental Al initiatives in China is often cited as the most up-
to-date of those in Europe and the United States. In general, the creation of surveillance
systems using Al are often cited as initiatives that limit the rights of citizens and threaten
the global balance of power [Creemers, 2018, 59-71].

From the indicators in Table 1, we can conclude that the use of Al in RA is at a fairly
low level, and at the same time we can state that Al still has a development trend and
those states that will give a greater role to its use will have a strong economy.

Al can help the state in different ways. One of the most promising applications of Al is
data analysis, which is capable of processing vast amounts of data in seconds and can re-
veal patterns and trends that humans would be unable or hard to spot. In addition, Al can
be used to automate many routine administrative tasks. For example, Chatbots [Deep
Blue, 2023] can be used to answer frequently asked questions from citizens, freeing up
civil servants to work on more complex issues.

Similarly, Al can be used to automate document management, such as the processing
of permit or license applications. It can save time and money for both citizens and go-
vernment, and it can be used to improve the accuracy and fairness of decision-making in
public administration. Al algorithms can be used to identify patterns of discrimination in
public policy and practice, such as hiring bias or unfair distribution of public services.
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This can help public administration identify areas for improvement and ensure that their
policies are fair and equitable for all citizens.

Conclusion. After the initial phase of the implementation of the Al, we are witnessing
the design of steps aimed at the implementation of the Al in the government. This is a
very important circumstance, as the Al assumes an increasingly central role in the state
system, including administrative processes, provision of services to citizens and decision-
making. Given the current state of policy and research on Al in the public sector, we
highlight a number of areas that deserve further attention. We aim not to be comprehend-
sive in our study, but to focus more on research-worthy issues that are becoming relevant.

The Armenian government has started using artificial intelligence and automation to
improve its public services. However, the implementation of artificial intelligence in the
RA public sector is still at an early stage, and there is a need to increase investments in
technological infrastructure, develop skills and political frameworks.

The Government of the Republic of Armenia can use the Al in different ways.

Healthcare. Al can be used to improve health services by developing predictive mo-
dels that can identify potential health risks and recommend preventive measures. It can
also help diagnose diseases and develop personalized treatment plans for patients.

Smart transport. Al can be used to manage traffic flows and optimize public transport
routes. It can also help reduce accidents and improve safety by analyzing data from ca-
meras and sensors in real time.

Education: Al can be used to personalize student learning, improve assessment tools,
and develop individualized curriculum based on individual strengths and weaknesses.

In addition to the above, Al can be used to optimize public services, such as applic-
ation processing, records management and data analysis to support policy decisions. In
general, Al can be used to improve public services and improve the quality of life of ci-
tizens.

The Armed Forces have a great role in the security of the country and considering this
circumstance, it can be used to strengthen the security of the country. In particular, AB
can be used to monitor borders, detect enemy movements and collect intelligence data. It
can help the Ministry of Defense (MoD) to prevent any possible external threats. At the
same time, Al can be used to analyze data and provide information that can help military
leaders make the most accurate decisions possible. It can help the MoD optimize its re-
sources and respond quickly to changing situations.
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Based on the indicators of Hamatvi, as well as the analysis, we consider it necessary to
propose the creation of Smart Ministries through the use of Al, which will include the
following principles:

1. Define the vision and goals: the first step is to define a clear vision and specific
goals for the Smart Ministry. The vision must be aligned with national priorities and add-
ress citizens' most pressing concerns. Goals should be reasonable (specific, measurable,
attainable, relevant and time-bound).

2. Conduct a needs assessment: conduct a thorough needs assessment to identify gaps
and issues in the ministry. This assessment should include the involvement of stakehol-
ders such as citizens, civil society organizations and other government agencies.

3. Develop a strategic plan: develop a comprehensive strategic plan for the "Smart Mi-
nistry" based on the needs assessment. The plan should include the key strategies, tasks,
and actions needed to achieve specific goals. Moreover, the required financial and human
resources, as well as the necessary institutional mechanisms and partnership relations,
should also be taken into account.

4. Create a management framework: create a management framework that will ensure
the effective management of the "Smart Ministry". This will include defining roles and
responsibilities, establishing clear lines of communication, and promoting transparency
and accountability.

5. Invest in technology: invest in appropriate technological infrastructure, including
hardware, software and networks, to support the implementation of the Smart Ministry.
This should include a focus on data analytics, cloud computing, cyber security and other
emerging technologies.

6. Capacity building: invest in capacity building of employees and stakeholders to ef-
fectively use technology and effectively implement Smart Ministry initiatives.

7. Monitoring and evaluation: develop a comprehensive monitoring and evaluation
framework to track progress of smart ministry initiatives against established goals and
objectives. This framework should include regular reporting and feedback mechanisms to
ensure continuous improvement and learning.

Across the world, research and policy initiatives focused on Al in the public sector are
rapidly developing and gaining increasing relevance. Given the dynamic nature of this
complex phenomenon, it is necessary to consider the body of existing knowledge and
monitor the evolving literature to ensure that we move forward in ways that maximize the
benefits while mitigating the risks of AL
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In the modern world, the role of artificial intelligence (AI) has a great impact on all exis-
ting sectors, and the impact of Al on the public administration system is even more imp-
ortant, considering the fact that the main functioning of the country depends on the imp-
rovement of the efficiency of the public administration system the development of sec-
tors. Al can be applied in the public administration system in different ways. One of the
most promising applications of Al is data analysis, and Al algorithms are capable of
processing huge amounts of data in seconds and can identify patterns and trends that
humans would not be able to spot. This can be invaluable for government agencies that
can collect and manage large amounts of data, such as the Statistics Committee, the State
Revenue Committee, the State Audit Service, the Ministry of Health, the Ministry of
Territorial Administration and Infrastructure, and a number of other government agen-
cies. Through the implementation of Al in the public administration system, problems can
be identified more quickly and solved more efficiently.The article is dedicated to the int-
roduction of artificial intelligence in the state administration system, its positive aspects
and features. In the article, the main attention was paid to the creation of smart ministries
through the Al as well as the mechanisms to make the work in state structures more
efficient, taking into account the studies of international experience.
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Introduction. Currently, the need to solve the mortgage lending problem has become
one of the primary problems of the states. In particular, governments are trying to solve
the problems in the market related to high interest rates and prepayments through their
intervention. In that sense, Armenia is also trying to regulate the role and importance of
the mortgage market through many legislative changes in the last few years.

The importance and contemporaneity of the topic is due to the fact that the active use
of new mortgage products in Armenia promises a large number of benefits that can imp-
rove the situation of the domestic economy and provide housing for socially vulnerable
citizens. The development of new mortgage products is also of fundamental importance
for the banking system. Real estate investments with government guarantees, especially
during times of volatility in the stock market, are of interest even with low returns

Research methodology. Every field of science has a certain goal of study, and in the
course of realizing that goal, the understanding of the researched subject deepens, as a
result, the studied economic phenomenon is enriched and made more complete.

In order to investigate the mortgage market and its problems, the dialectic method was
used in the article. The essence of this is that when studying mortgage loans, it is neces-
sary to consider them in the process of movement, development and change. An impor-
tant characteristic of this principle is that there are internal cause-and-effect relationships
between one phenomena, and the other condition each other's existence. For example, in
order to reveal the relationship between mortgage products and their market, it is neces-
sary to first clarify what a loan is, then what a market is, and then show that the develop-
ment of the mortgage market depends on their correct development. Other things being
equal, the causality between these two economic phenomena is reversed. We used the
method of analysis and synthesis (analysis and comparison) to discuss the issues of mort-
gage policy of banks. The essence of this method is that the researcher divides or splits
the economic phenomenon into separate elements and then analyzes each one separately.
For example, in order to investigate the patterns of mortgage loan formation and the
factors affecting it, one should study the macroeconomic situation of the economy, the
incomes of customers, their tendencies, etc. That study is followed by synthesis.

Method of analysis. The method allows to identify various objects: persons, organiza-
tions, events, etc. Analytical connection diagrams present this information in a more vi-
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sual and comprehensive way, which greatly helps in drawing conclusions [Booster,
2020]. The method allows to more clearly present the mechanism of the events that took
place. The analysis method also allows to more clearly present the development of comp-
lex situations over time, define the sequence of events, their chronology, the nature of the
connection between events and the roles of the main participants. Thus, the methods used
in our research provide an opportunity to deeply study the mortgage market in Armenia.

Literature review. There are different definitions of the concept of "mortgage" in the
professional literature. Thus, according to Nikonov's study "Risk management", the con-
cept of "mortgage" was first used in Ancient Greece in the 6th century BC and was asso-
ciated with fixing the fact of the debtor's responsibility for certain land areas before the
creditor [Nikonov, 2009, 152]. In his works, Dolmatovich tells about the creation of
specialized governmental agencies in the USA in 1968 and 1970, which were called to
develop and introduce completely new financial technologies guaranteed by the state.
Among such technologies were the guarantee of mortgage loans, the issuance of securi-
ties by banks, the organization of the secondary market, etc. Thanks to the activities of
such agencies, the creation of the modern American model of mortgage lending began,
which is still in effect today [Dolmatovich et al., 2018, 441-444]. Dolmatovich I. and
Keshenkova N., characterize the features of mortgage lending in Canada, according to
which mortgage banks were a traditional type of credit institutions in Canada. Those
banks were mainly engaged in providing real estate mortgage loans, which invested in
long-term state and corporate securities. Initially, the object of banking activity was land
mortgage lending, and later housing construction lending [Dolmatovich et al., 445].
According to Ryabchenko, nowadays, by "mortgage" we understand obtaining a long-
term loan with real estate collateral. Nersisyan suggests that two main types of mortgages
are distinguished in modern practice [Nersisyan, 2012, 2].

» mortgage lending for the purpose of purchasing or building apartments with a pledge
of residential premises, when the borrower is given credit by pledging the property at his
disposal,

» mortgage lending for the purchase or construction of apartments, when the borrower
takes a loan for the purchase or construction of an apartment, which is transferred to the
bank as collateral.

Thus, generalizing the opinions of the authors, it can be concluded that a mortgage
loan is considered a loan secured by real estate collateral, which enables the borrower to
acquire the given real estate with the right of possession, use and management after
fulfilling all the obligations assumed to the lender within the specified period.

Analysis. The development of the mortgage market in Armenia began in 2005, and be-
fore that, the mortgage market as such did not exist. Taking into account the impact of
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the financial and economic crisis on the RA mortgage market, its gradual evolution in
Armenia can be conditionally divided into 3 stages.

o development of the mortgage market (from 2005 to the end of 2008),

o the mortgage market during the global crisis (end of 2008 - beginning of 2010),

o the development of the mortgage market in the post-crisis period or the modern
period (since 2010).

Figure 1 shows mortgage loans in drams provided by commercial banks, 2012-2022.
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Figure 1. Mortgage loans provided by commercial banks in AMD and dollars, 2012-
2022, (thousand AMD)'

In the chart, we can see that dram mortgage loans have increased year by year, which
is due to the increase in interest on real estate. In 2020-2022, mortgage loans increased
by 3.2%. In 2020, compared to 2019, there was almost no change in mortgage loans, the
fastest growth was recorded in 2015-2016, 31.5%. During 2018-2019, due to the increase
in demand for apartments in RA and the improvement of lending conditions, mortgage
loans also gained momentum. That period is considered the period of fastest loan growth.
We also see in the chart that they have quite different indicators, the highest indicator
was recorded in 2017, 242 billion 969 million 636 thousand drams, and in 2022, this indi-
cator was 152 billion, 70 million, 891 thousand drams, which decreased by 8.7% com-
pared to the previous year. In addition, we need to present the indicators of state registra-
tions of rights to real estate in RA in chart 2. According to the data, the number of trans-

'Volumes of loans provided by the RA Central Bank, commercial banks and credit organizations,
https://www.cba.am/am/SitePages/statmonetaryfinancial.aspx
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actions in RA is increasing, which, according to the law of supply and demand, leads to
an increase in prices. The increase in real estate prices in Armenia is a fact, but the mar-
ket is not stable and both increases and decreases are expected.
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Figure 2. The number of state registrations of rights to real estate by year, 2010-2022.

A steady increase in demand is predicted in the near future, for which there are objec-
tive prerequisites. People's needs have changed, young families strive to separate them-
selves, moreover, to provide each of the children with a separate room. The requirements
for quality indicators of the apartment have changed. Perhaps all this leads to sustained
high demand. In RA, mortgage includes 3 types of loans: acquisition, repair and const-
ruction. After market studies, it appears that most mortgages account for more than 90%
of acquisitions. Figure 3 shows the indicators of mortgage loans for real estate purchase.
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Figure 3. Real estate purchase and repair mortgage loans, 2012-2022, ( AMD) 2

Generally, mortgage loans are provided for the purpose of purchasing and repairing
unimproved property. In the graph, one can see that there has been an increase during the

! State Cadastre Committee, Real Estate Market Analysis, p. 3, https://cadastre.am
% The loans of the CBA, commercial banks and credit organizations by sectors, www.cba.am
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period 2012-2020. In 2020, compared to the previous year, the increase was 7.2%. The
growth of mortgage loans granted in 2020-2022 was 1.1%. Along with the fluctuations of
mortgage loans, there is also a change in the currency structure of mortgage loans pro-
vided by banks. It can also be seen from the graph that they have also increased year by
year, the highest figure was in 2019, and the figure for 2020 is less than the same figure
by 21%. In 2022, compared to the previous year, mortgage loans increased by about 3
billion drams. In Armenia, mortgage loans are usually provided in the primary market,
and the need to create secondary markets arises when the banking system is unable to ful-
ly satisfy the demand for mortgage loans by financing the capital formed at the expense
of short-term deposits. due to the impossibility of providing long-term loans or due to
reasons of maintaining capital, liquidity and other similar norms. In countries with state-
sponsored subprime mortgage lending programs, market-based lenders face additional
challenges due to increased competition. Through active secondary markets, it becomes
possible to alleviate the burden of the state budget on housing subsidies, increase the
availability of mortgage loans and develop capital markets, ensuring general economic
growth. In particular, thanks to the secondary market, the price of the mortgage loan can
decrease, distributing the risks more efficiently [Lea, 1994, 147].

Thus, based on our analysis, we may conclude that the indicators of mortgage lending
in RA have increased year by year. The market of mortgage loans has been taken over by
commercial banks, and the rest of the companies, credit organizations, provide fewer
loans. Of course, the year-by-year expansion of banks and the diversification of services
are positive phenomena for the RA financial market, but, on the other hand, the pheno-
menon that there is a monopoly of banks, and other financial and financial organizations
provide less such services, is negative. from this point of view, the RA financial market is
developing disproportionately.

Conclusions. The studies and analyzes carried out in the article allow us to draw some
conclusions.

We noticed that during the years 2019-2022, the activity of some sectors of the RA
economy led to an increase in the demand for loans from customers, and therefore to an
increase in lending by banks. The growth of mortgage loans in recent years is also due to
social and housing problems in the economy. At the same time, the gradually intensifying
competition in the banking system led to an increase in the demand for loans. The more
the mortgage system is developed in the national economy, the greater the theoretical
weight of transactions based on mortgage loans, the more the real estate market depends
on the financial market.

As a result of the study, we can also record that the market in Armenia mainly offers
apartments to wealthy or high-income families as a nationwide problem. Few apartments
are built by state or humanitarian assistance programs for the most needy and vulnerable
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groups of the population: refugees, families affected by disasters and others. However,
there is a large mass of the population between those two groups that has low or medium
incomes: young people, newly formed families, middle-income families, who also have
serious housing problems and for whom buying an apartment at market prices is not
affordable. Therefore, it is necessary for the state, together with commercial banks, to
develop products for all sections of the population.

The mortgage loan market in our country has a tendency to develop, which is due to a
number of factors: creation of prerequisites for the formation of a developing financial
market, stable economic growth, etc., but the most important of them is the large-scale
housing construction that has taken place in the last few years. One of the objective
reasons for the development of the mortgage market is the lowering of interest rates on
loans by banks, which leads to an increase in interest from customers.
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Acquiring an apartment is one of the priority requirements of a person's life, without
which it is difficult to talk about this or that social demand of the society. Taking into
account the civil right of a person to demand housing, it turns into the most important
socio-political and economic problem of the state. The development of mortgage lending
can not only contribute to the improvement of the living conditions of the population, but
also stimulate demand in the real estate and construction markets, can also ensure the
inflow of funds to the housing market, stimulate construction, and also increase the
profitability of budgets at all levels.
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Introduction. Clarity of tax legislation, simplification and improvement of tax admi-
nistration are closely interrelated. There are still approaches in the tax legislation that
significantly hinder the development and stability of the economy. The tax system will be
more effective if the emerging issues are simple, stable and predictable. There is a uni-
fied tax system in The Republic of Armenia (RA), which is based on the principles of
simplicity and clarity, cohesion, equality, non-discrimination, joint obligation, transpa-
rency and accountability, self-declaration and tax discipline, balanced tax administration,
inevitability of responsibility, proportionality of responsibility, pluralism and publicity,
modernity, competitiveness, efficiency [The Tax Code of RA, Articles 3].

Methodology. The theoretical, informative and methodological basis for the scientific
article was the legal acts regulating tax relations: The Tax Code of RA (Code), The Law
of the RA “On Non-cash transactions” as well as research conducted based on internatio-
nal experience. The latter made it possible to highlight a number of problems of violation
of tax principles during the implementation of legal acts regulating tax relations, as well
as non-observance of the requirements of the legislation, which undermined the trans-
parency of taxpayers' activities and the opportunities to avoid taxation, as well as the de-
velopment and stability of the economy.

Literature review. It is noteworthy to present the mechanisms operating in a number
of countries that aim to solve the problems of violation of tax principles which arise
during the implementation of legal acts regulating tax relations of RA.

In the case of renting out an apartment in the Russian Federation, there are 3 tax
payment options: personal income tax, residential rental license system, self-employment
tax [Federal Agency, 2021]. The declaration can be filled out manually when appearing
at the tax office in person or electronically. Based on the submitted declaration and the
attached documents, the tax authority will collect the amount of personal income tax
payable - 13% of the income received from renting the apartment. If a person rents an
apartment and lives in Russia for more than 183 days per year, he must pay personal
income tax at the rate of 13%. If the person is in Russia for less than 183 days per year,
the tax rate will be 30%. Another way to declare leasing of apartments is to use the fran-
chise tax system. This option is available only to individual entrepreneurs. The cost of the
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license is set by the state and is 6% of the approximate annual income that the entre-
preneur can get from renting out the real estate. There is no need to pay personal income
tax, income tax from the use of property and property tax when obtaining a license. The
cost of a rental license is calculated based on its area and location. According to the
clarifications of the Ministry of Finance of the Russian Federation, a non-resident taxpa-
yer of the Russian Federation living abroad can continue business activities in the Rus-
sian Federation as a self-employed person. In this case, the income received from renting
apartments in the Russian Federation will be taxed at the rate of 4%. In Russia, there is a
fine for apartment owners for not paying tax on income from renting an apartment, as
well as for late payment of tax and failure to submit a declaration.

Malta is subject to a 15% tax on rental income, which applies to both residential (from
1 January 2014) and commercial property (from 1 January 2016). 15% must be paid from
the gross rental income. This rate applies to both resident and non-resident individuals.
Any undeclared rental income is subject to tax at 35% of the gross rental incom [Income
Tax Law in Malta, Article 31, Government of Malta, 2023].

India has a “Fair Rent” rule, according to which the rent charged by the landlord
should be 8% to 10% of the property value. If the landlord demands more rent, the tenant
can appeal the claim in court for compensation.The owner has the right to raise the rent
annually, can do so by about 5% each year. The tax exemption is allowed to be applied to
the interest of acquired, repaired, constructed, reconstructed property [Pawni, M. 2023].

In Cyprus, rental income is consolidated with other taxable income streams and is
taxed at rates on a progressive scale of income tax ranging from 0-35% after allowing for
appropriate tax deductions [Delloite, 2022].

Scientific novelty. The main scientific novelty of the article refer to the presentation
of new and applicable ways to increase the effectiveness of the RA tax system. In
particular, in order to maintain the principles of taxation in the RA tax system, to ensure
legislative and legal security, we have proposed to promote the implementation of
transactions in a cashless way and reduce the volume of cash circulation, to simplify the
system of declaring the remuneration contract, to establish certain privileges for those
who lease the property, lessors, and tenants, as well as to apply responsibility strict
measures for non-declaration of real estate rental income.

Analysis. When implementing the legal acts regulating tax relations of RA, sometimes
the principles of the tax system are not observed. Most of the problems of the tax system,
as a rule, are the result of inconsistency, ambiguity of the regulatory framework and inef-
fective interaction of executive and legislative bodies. In particular, under the Law on
Cashless Transactions, a cashless quote or price offer cannot imply a higher price than a
cash quote. However, a number of traders make a lower quote or offer when paying in
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cash and this is often done publicly. The State Revenue Committee supervises and app-
lies measures of responsibility over compliance with the requirements of this law or
normative legal acts adopted on its basis. However, as a result of improper control, the
principle of equality of taxation is violated, and unequal competition arises in the busi-
ness field, which can lead a businessman to violate the requirements of the law, restoring
the principle of equality of competition.

1. In order to solve the above problem, we propose to promote the implementation of
transactions in a cashless way and to reduce the volume of cash circulation. The use of
cash in Armenia is still a hot topic of debate and it is fertile ground for tax evasion. In
order to solve this problem, it is necessary to undertake a comprehensive package of
measures aimed at reducing cash. In particular:

+ We suggest introducing the “Cashback” system as a compensation system. In case
of non-cash transactions, provide cashback to the buyers, as a result of which they will
force the sellers to make the transaction cashless through POS-terminals, and in the
absence of the latter, the buyers will submit a corresponding claim.

¢ In order to avoid double “Cashback” in the case of cashless purchases by the same
person with several cards we propose to create a unified electronic platform, where any
person who wants to use the “Cashback” program can enter his personal data, including
the card account number, which later can be considered as a “cashback” refund account.

2. According to Article 156 of the Code, natural persons should submit annual
income tax calculations (declarations) to the tax authority with respect to the income
specified in Article 151 the Code in accordance with the established procedure up to and
including May 1 of the tax year following each reporting period in accordance with
Article 53 of the Code. Citizens of RA who are considered residents of RA and who do
not submit annual income tax calculations (declarations) in accordance with the above-
mentioned clause of Part 4.1 submit annual income tax calculations (statements) to the
tax authority in accordance with the procedure established by Article 53 of the Code, up
to and including May 1 of the tax year following each accounting period. In other words,
it turns out that in the case of the above two regulations, both natural persons and citizens
of RA who are residents of RA must submit annual income tax calculations (declara-
tions) to the tax authority.

The Code stipulates that the tax calculation written information about any transaction
or operation during the reporting period considered to being the object of taxation
defined by the Code, submitted by a taxpayer to the tax authority, while the declaration
only contains information about income. Thus, we can state that in the case of such regu-
lations, the principle of simplicity and clarity of the tax system is violated, because the
legal acts regulating tax relations should be clearly defined for taxpayers and the tax
authority, and should not contain contradictions and ambiguities. In order to solve the
problem, as well as to avoid discrepancies, we propose in paragraph 2 of Part 4 of Article
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156 of the Code to replace the words “annual income tax calculations (declarations)”
with the words “annual income tax calculations and social payments”, and in Part 4.1,
replace the words “calculations (declarations)” with the words “declarations” so that the
calculations (declarations) established in paragraph 2 of Part 4 and Part 4.1 differ. In
other words, it turns out that natural persons must submit annual income tax and social
contribution calculations to the tax authority up to and including May 1 of the tax year
following each accounting period, and citizens of RA who are residents of RA who do
not submit the above calculations, annual income tax declarations.

3. From the legal point of view, there are also a number of problems, the solution of
which will preserve the tax principles regulating tax relations, as well as increase tax
revenues. In particular, the legal relations related to the lease of real estate in RA are
regulated by the Code. According to Article 150, Part 7 of the Code, the rate of income
tax calculated by an individual for rental payments is set at 10%, and in case the sum of
rental payments received during the tax year exceeds AMD 60 million, the individual
calculates additional income tax for the excess part: at a rate of 10%. According to part 1
of Article 258, the turnover tax is calculated at the rate of 10% in relation to the taxation
base of the transactions considered as the object of taxation with the turnover tax in terms
of rental payments. Despite the existing regulations, there are quite a lot of cases of non-
declaration of the income received from the rental of real estate, the implementation of
mechanisms to identify all cases requires large resources and costs. In other words, it
turns out that not all taxpayers calculate and pay taxes in the cases, order and amount de-
fined by the legislation, violating the principle of joint obligation of the tax system.

Table 1. The number of transactions for renting apartments and individual residential
buildings in the real estate market of the Republic of Armenia by year'

[Apartment 0 2119 1695 1761
 Individual residential building 820 787 579
[Total 2939 2482 2340

A study of the residential rental market shows that in 2020-2022 there is a decrease in
the number of registered lease agreements.

Meanwhile, the growth in demand for apartment rentals during the study period (due to
the influx of foreigners in 2022, in particular citizens of the Russian Federation, Ukraine
and Belarus to Armenia) and supply (including due to newly commissioned residential
buildings) also implies an increase in actually concluded lease agreements. Therefore, it
can be assumed that market participants avoid entering into a lease agreement in accor-
dance with the current legislation.

! Analysis of the real estate market of the Republic of Armenia, 2020-2022
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Graph 1. Data on rental transactions in the real estate market of the Republic of Armenia
by years

In order to solve the problematic issues, to introduce more effective mechanisms in the
tax system, we propose to implement changes in the following 3 directions:

1) Simplify the system of declaring the remuneration contract.

¢ Create a new application, including a mobile one, to facilitate registration for the
lessor. The contract concluded with the appendix will have legal force and will be avai-
lable for the interested state bodies, as a result of which there will be no need to visit the
Cadastre Committee. Based on the available information, the tax authority will be able to
automatically complete the tax calculation.

¢ As an alternative option, apply the tax collection mechanism based on the patent
(certificate) (example of the Russian Federation). In particular, the persons renting the
apartment acquire a license in advance, depending on the rental period, for a certain
constant, fixed amount. In case of implementation of this system, there will be no need to
submit additional calculations. Another alternative option could be to determine the
amount of tax based on the value of the real estate (example of India). In other words, we
have the exact amount of tax estimated based on the value of the apartment.

2) Establish certain privileges for the lessors and tenants of the property.

«+ Provide a real estate tax abatement or refund to the lessor for income tax paid.

+« The state reimburses the tenant a certain part of the utility payments for the first 2
months or transfers a lump sum as an advance payment.

«+ Adopt the principle of zoning, if the property is located in provinces, reduce the
monthly 10% to 5% tax rate, and exempt property owners from taxes in border areas.

3) Apply strict liability measures.

+ Equate non-declaration of income from real estate rental to illegal business activity
or undocumented supply of goods, applying the measures of responsibility established for
these violations.

«¢ Establish special controls for non-resident citizens, for example, when entering RA
and leaving the territory of RA, if a non-resident citizen has lived in RA for more than a
certain period of time, he must show his rental agreement and how much rent he paid.

62



ALTERNATIVE quarterly academic journal

Conclusion. Thus, we can state that tax reforms should imply, on the one hand, easing
of tax pressure and solving fundamental problems for business, and on the other hand,
transparency of taxpayers' activities for the state and exclusion of opportunities for tax
evasion. The implementation of reforms in the tax system should not be limited only to
the improvement of tax legislation. Those reforms should also include the implement-
tation of operational control over compliance with the requirements of existing laws and
the implementation of steps aimed at the prevention of shadow economic transactions
that are not taxed and illegal, informing the general public about the dangerous conse-
quences of tax offenses for the economy, and raising the level of their legal awareness.

Thus, we believe that the procedures developed on the basis of the recommendations in
the article will make it possible to achieve the clarity and simplification of the tax legis-
lation, as well as the improvement and efficiency of the tax administration, creating the
necessary economic conditions for the development of investment and innovative active-
ties in individual sectors of the economy, as well as promoting provision of services, pro-
duction of goods, use of financial resources in the direction of expansion and renewal of
socio-economic development programs.
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The article is dedicated to the study of legal acts regulating tax relations and principles of
taxation. The latter has shown that the principles of the tax system are sometimes not ob-
served or not fully observed when implementing legal acts regulating tax relations. Most
of the problems of the tax system are, as a rule, the result of the ambiguity and incon-
sistency of the regulatory framework. For this purpose, the article also carried out a study
of the mechanisms for solving similar problems applied in different countries and pre-
sented recommendations for solving a number of legislative problems based on inter-
national best practices. As a result, the tax principles regulating tax relations will be pre-
served, the shadow economy will decrease, tax revenues will increase, making it possible
to achieve the clarity and simplification of tax legislation, as well as the improvement
and efficiency of tax administration.
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Introduction. 1t is well known that the sphere of culture is of particular importance for
the life activity of the society. It solves complex problems of ideological and social ser-
vice of the society, which are aimed at its spiritual development, meeting cultural de-
mands. Culture has a special role in the life of the Armenian people, not only in terms of
the general level of civilization, but also in terms of national preservation. Therefore, the
creation of favorable conditions for the development of national culture, especially the
financial support of the state and the private sector for the cultural sector, has become a
priority issue. However, the relatively small volumes of public and private financial
resources provided to the cultural sphere of Armenia limit the possibilities of the state
structures, cultural organizations and cultural figures regulating the sphere to take steps
in line with the global cultural processes, to preserve the valuable things that have been
handed down for centuries, and to create new ones.

There are certain problems facing the financing of the RA culture sector, related to its
insufficiency, the limitation of the scope of applied forms. In this case, the need to
expand the mentioned funding opportunities, expand the range of applied forms, choose
and apply effective forms of culture preservation, especially the requirements for
development and rational use of budget funds, in line with the strategic goals of culture
development, especially state funding (taking into account the dominance of the latter in
the total volume of funding of the culture sector) occurs. In this context, the analysis of
the current state of funding in the RA culture sector and the clarification of ways to
improve it become relevant.

The purpose of the article is to identify the ways to improve the current state of
funding of the RA culture sector.

The tasks of the article are to analyze the trends characterizing the current state of state
financing of the cultural sphere of our republic, to identify ways of expanding the range
of possibilities and forms of this and non-state financing.

Methodology. In the article, the methods of scientific abstraction, comparative and
graphic analysis, combining the historical and the logical were used. The method of
scientific abstraction assumes that in order to assess the current state of state funding of
the RA culture sector, non-essential or secondary factors should be ignored. The applica-
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tion of the method of combining the historical and the logical, its combination with the
method of graphic and comparative analysis, made it possible to study the historical
trends in the above-mentioned financing during the last five years and draw conclusions
with a certain logic.

Scientific novelty. Ways to improve the current state of funding of the RA culture
sector were revealed.

Literature review. The problems of financing the culture sector have been recognized
by prominent economists, including S. Shishkin [Shishkin, 2003, 108], A. Tolma-sova
[Tolmasova, 2003, 83], Galutsky [Galutsky, 1996], and many others.However, individual
problems related to the improvement of current state of funding of the culture sector of
the Republic of Armenia have not been studied in the necessary depth. The problems of
improving the current state of funding of the culture sector of Armenia were discussed in
the relevant documents of the state funding of that sector, but the proposed ways of
solving them are limited by general judgments and need additional study.

Analysis of the current state of funding of the RA culture sector. The possibilities of
state funding of the RA culture sector can be assessed as a result of the analysis of its
current state. The share of allocations to cultural services provided by the RA state
budgets of RA 2018-2022 in the total volume of expenditures of the relevant budgets was
less than 1%; the indicated indicator was calculated in accordance with Article 2 of RA
Laws on State Budgets of RA 2018, 2019, 2020, 2021 and 2022 and 7, as well as in
Article 2 of the RA Law on the RA State Budget for 2019, 2020, 2021 and 2022 and on
the basis of the relevant indicators described in Table N2 of the RA 2019, 2020, 2021 and
2022 State Budget Implementation Report, which is significantly lower compared to
other social sectors. In particular, the share of planned expenditures on education, health-
care, and social protection of the RA 2022 state budget in the entire volume of budget ex-
penditures was 8.8%, 5.6%, and 26.6%, respectively. The calculations were made based
on the data reflected in table N2 of the summary description of the state budget execution
report. For comparison, let's also note that the share of culture and art in the total sum of
budget expenses of developed European states reaches up to 2.5% [Nauchnoe izdanje,
2020, p.113]. The share of allocations from the RA state budget to the sphere of culture
is, as a rule, quite small, which is not enough to solve the problems of cultural develop-
ment. Financial resources received from the state budget are mainly aimed at the preser-
vation and protection of cultural organizations and values. However, today the priority
task of financing should be not only preservation of culture, but also development.

The 2018-2022 period is of particular interest in order to get a complete picture of allo-
cations from the RA state budget to the sphere of culture. Analysis of the degree of imp-
lementation of planned allocations from the RA state budgets according to the recreation,
culture and religion sector and cultural services group programs and the dynamics of ac-
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tual allocations each year compared to the previous one. Thus, in 2018, AMD 25.3 billion
were allocated from the state budget for the implementation of programs in the field of
recreation, culture and religion, making up 97.3% of the planned expenses. Compared to
the previous year, the expenses of the sector decreased by 2.7%, which is mainly due to
the decrease of expenses in the field of museums, exhibition halls, art, political parties,
non-governmental organizations, trade unions. About 13 billion drams were allocated to
the programs of the cultural services group, making up 97.3% of the planned amount. In
2018, the mentioned expenses decreased by 6.3% compared to the previous year (due to
the reduction of expenses for museums, exhibition halls and art), and their specific
weight in the volume of expenses of that sector - by 2.1% (making up about 51.4%)
[State budget implementation report, 2019]. In 2019, about AMD 33.6 billion were allo-
cated from the state budget for the implementation of programs in the field of recreation,
culture and religion, making up 94.0% of the planned expenses. Compared to the pre-
vious year, the expenses of the sector increased by 32.8%, which was partially due to the
30.4% increase in the financing of cultural services group projects (although the actual
expenses for the mentioned services were 92.9% of the planned ones, and that the share
of expenses in the total volume of actual allocations from the state budget in 2019
decreased by 1.1% compared to the previous year, amounting to 50.4%) and mainly due
to the increase in expenses for recreation, religion and sports (34.9%) [State budget imp-
lementation report, 2020]. In 2020, AMD 33.62 billion were allocated from the state
budget for the implementation of programs in the field of recreation, culture and religion
(slightly AMD 0.07 billion more than last year), making up 94.8% of the planned expen-
ses. Allocations to cultural services amounted to AMD 20.1 billion or 94.1% of the plan-
ned amount, which is AMD 3.2 billion more than last year (which happened due to the
increase in allocations to almost all types of the mentioned services). In addition, the
specific weight of the specified allocations in the total volume of expenditures for rec-
reation, religion and sports increased in the same period (by 9.4%, making 59.8%) [Sum-
mary budget execution report, 2021]. In 2021, AMD 30.4 billion were allocated from the
state budget for the implementation of programs in the field of recreation, culture and
religion (a slight decrease of AMD 0.22 billion compared to the previous year), making
up 97.5% of the planned expenses. Allocations to cultural services amounted to AMD
15.6 billion or 96.5% of the planned amount, which is 4.5 billion drams less than last
year (which happened due to a decrease in allocations to certain types of services). [State
budget implementation report, 2022]. In addition, the share of the specified allocations in
the total volume of expenditures for recreation, religion, and sports decreased in the same
period (by 8.5%, making 51.3%). In 2022, AMD 43.9 billion (AMD 13.5 billion more
than last year) were allocated from the state budget for the implementation of programs
in the field of recreation, culture and religion, making up 97.6% of the planned expenses.
Allocations to cultural services amounted to AMD 17.7 billion or 96.0% of the planned

66



ALTERNATIVE quarterly academic journal

amount, which is AMD 2.1 billion more than last year (which happened due to the in-
crease in allocations to almost all types of the mentioned services) [State budget imple-
mentation report, 2023]. However, the specific weight of the specified allocations in the
total volume of expenses directed to recreation, religion and sports decreased in the same
period (by 11.0%, making 40.3%).

Thus, the actual allocations from the RA state budget according to the recreation, cul-
ture and religion article and the cultural services included in it in 2018-2022 mainly had
an increasing trend, except for 2020-2021. The above trends are evident from the data in
Table 1 and Figure 1 below.

Table 1. Actual allocations from the RA state budget according to the recreation, culture
and religion article and the cultural services included in it (billion AMD)
[The table is compiled by the author, based on: www.parliament.am. Republic of Armenia 2018, 2019, 2020,
summary descriptions of the state budget implementation report for 2021 and 2022, tables N2. RA National
Assembly Budget Office, Yerevan, 2018, 2019, 2020, 2021, 2022]

The actual allocations from the RA state budget according | 2018 | 2019 | 2020 | 2021 | 2022
to the recreation, culture and religion article and the cultural
services included in it (million drams)

1. Peace, culture and religion 25,3 | 33,5 | 33,6 | 30,4 | 43,9
2. Cultural events 13,0 | 16,9 | 20,1 | 15,6 | 17,7
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Figure 1. The share of allocations of cultural services from the RA state budget in the

total volume of allocations to the recreation, culture and religion article (2018-2022)
(The diagram is compiled by the author, based on: www.parliament.am. 2018 2019 and 2020 , summary of
the state budget implementation report for 2021 and 2022, tables N2. 2019, 2020, 2021, 2022, 2023]

2018-2022 is also of particular interest. The analysis of the degree of fulfillment of
allocations for cultural services and their separate groups from the RA state budget. As a
result of the analysis, it turns out that during the mentioned period, the actual allocations
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from the RA state budget to cultural services were not implemented in the planned
amount each year: by 2.7%, 7.1%, 5.9%, 3.5%, respectively. who and by 4%. It is related
to the fact that the actual allocations for all services in the mentioned years are smaller
than planned [Report on state budgets implementation, 2018-2022]. A clear idea of the
dynamics of actual allocations (2018-2022) from the RA state budget to cultural services
and its above-mentioned groups can be obtained by judging from chart 2.

Actual allocations from the RA state budget to cultural services increased in 2019 and
2020 compared to the corresponding figure from previous year (due to the increase in
allocations for almost all services during that period, except for culture houses, clubs and
centers in 2019, restoration and preservation of monuments and cultural values, and in
2020 allocations to other cultural organizations). In 2021, compared to 2020, the spe-
cified allocations decreased by AMD 4.5 billion, due to the decrease in expenses for a
significant part of these service groups, but in 2022, compared to the previous year, they
increased by AMD 2.1 billion. The latter happened mainly at the expense of allocations
to art, partly to libraries, museums, and exhibition halls. In other words, the actual allo-
cations from the RA state budget for cultural services in 2018-2022 have mostly inc-
reased, except for 2021 (compared to the previous year).
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Chart 2. Dynamics of actual allocations from the RA state budget to cultural services

included in the recreation, culture and religion sector by individual services (2018-2022)
[The chart was compiled by the author, based on: www.parliament.am. Republic of Armenia 2018 2019
2020, summary descriptions of the state budget implementation report for 2021 and 2022, tables N2. RA

National Assembly Budget Office, 2019, 2020, 2021, 2022, 2023]

In order to complete our understanding of the planned and actual allocations from the
state budget for cultural services, the structure and dynamics of these allocations in 2018-
2022 are of particular interest, which is seen from the 3rd and 4th charts, respectively.
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Figure 3. RA 2018-2022. The share of individual services in the total volume of actual

allocations to cultural services from state budgets (%)
[The chart is compiled by the author, based on: www.parliament.am 2018 2019, 2020, 2021 and 2022 state
budget implementation report, tables N2: National Assembly Budget Office, 2019, 2020, 2021, 2022, 2023]
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It is obvious from the graphs that in the above-mentioned years, the share of art in the
structure of the planned and actual allocations of the RA state budget for cultural services
was incomparably high, accounting for more than half. In fact, more financial resources
have been earmarked for art than, say, for libraries and museums. Art, by its very nature,
is distinguished by the saturation of events. Museums, exhibition halls and libraries fol-
lowed art in terms of the proportion of the state budget allocations and actual allocations
in the mentioned time period, which was contributed, in particular, by the introduction of
new technologies and innovations that gained momentum in these institutions in recent
years. Other services were characterized by a relatively small share of allocations from
the state budget. According to the specific weights, the groups of services mentioned
above were followed by the groups of services related to other cultural organizations, ci-
nematography, restoration and preservation of monuments and cultural values, houses of
culture, clubs and centers (except for the group of services related to houses of culture,
clubs and centers in 2018 from the state budget actual allocations, the specific weight of
which in terms of all cultural services in the structure of such allocations was more than
the share of the group of services for the restoration and preservation of monuments and
cultural values, due to the greater non-implementation of the allocations planned for that
group). As it can be seen, the planned and actual budget allocations for the cultural sector
in 2018-2022 according to individual cultural services were characterized by a pro-
nounced disproportion, which is mainly due to the adopted policy of the state for finan-
cing the cultural sector and the priority of the existing problems related to each of these
services. At the same time, it should be noted that although the specific weight of all
groups of cultural services in the specified period in the structure of the planned and ac-
tual allocations of the RA state budget for these services increased and decreased, this did
not reflect on the same general picture of the succession of individual groups of cultural
services according to the specified share.

In terms of completing our understanding of the structure of allocations to cultural
services provided by the state budgets for 2018-2022, the study of the structure of alloca-
tions for each of the above-mentioned groups of these services is essential in terms of
capital costs related to the overhaul and construction of cultural facilities (taking into ac-
count that the officially published statistical information in which capital expenditure is
limited to that part only). Such a study allows to get an idea of the ratio of current and
capital costs in the structure of the said allocations to a greater or lesser extent. The ob-
servation of the structure of these allocations shows that, in the case of most cultural ser-
vices, the capital costs related to the maintenance and construction of cultural objects are
absent or have a low percentage in the above-mentioned structure. Thus, in the case of
libraries, other cultural organizations and cinematography, the capital costs related to the
overhaul and construction of cultural objects for the specified period are absent in the
structure of allocations from the state budget directed to these groups of cultural services,
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and in the case of museums and art, their share was very low in the structure of the cor-
responding allocations. Thus, in the case of the museum and exhibition services group,
the specific weight of the specified costs in 2016, 2017 and 2018 was 7.9%, 14.6%,
4.2%, respectively, and in the case of the arts, it was 6.4%, 1.2%, 0.2%, respectively.
And here, in the case of individual groups of services, the capital costs related to the
overhaul and construction of cultural objects in 2016-2019 prevailed in the structure of
allocations from the state budget aimed at cultural services. Thus, in the case of cultural
houses, clubs and centers, in 2016, 2017, 2018, the specified share of expenses was 77%,
88.3%, 88%, and in the case of the group of services for the restoration and preservation
of monuments and cultural values, it was 63.4%, 61.6%, 63.2%, respectively. [Calcula-
tions are made in the N2 tables of the respective N1 annexes of the RA laws on the state
budgets of RA for 2016, 2017 and 2018 (section 08-02-01 to 08-02-07)] (presented speci-
fic weights are limited to the years 2016-2018, because for the following years, the deco-
ding of allocations from the state budget to the above-mentioned cultural services or
cultural programs implemented from 2019 according to the articles of the economic
classification of costs in the relevant official documents is missing, and in this case it is
not possible to clarify the ratio of current and capital costs in the structure of allocations
to each of these services or programs). As can be seen, the share of the above-mentioned
capital expenditures in the structure of allocations from the state budget directed to the
relevant groups of cultural services sometimes increased, sometimes decreased, i.e. va-
riable trends were observed due to the cultural policy adopted by the state.

Until now, the analysis of the current state of state financing of the RA culture sector
has been presented. However, in addition to state funding, cultural organizations acting
as state non-profit organizations and dominating the sector are also financed by extrabud-
getary funds, and non-state cultural organizations by their own and involved funds. In ad-
dition, the mentioned extra-budgetary funds are generated from patronage, charity, provi-
sion of paid cultural services, the implementation of entrepreneurial activities provided
for by their charter, income from property rental. Taking into account that currently a sig-
nificant part of cultural organizations strives to increase their incomes due to the provi-
sion of the mentioned services and the implementation of activities, as well as the rental
of property, an annual increase in the incomes generated from them is expected.

Information of a summary statistical analytical nature regarding the volume of extra-
budgetary financing in terms of the entire culture sector and its separate directions, as
well as the own and involved funds of non-state cultural organizations, is not presented,
considering that such information is not officially published. Meanwhile, a complete pic-
ture of the current state of state funding of culture can be made in the presence of the
mentioned information (regardless of the predominance of state funding of the culture
sector). In this case, having the mentioned information acquires special importance.
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Ways to improve the current state of funding of the RA culture sector. Regarding the
development of the RA culture sector and the effective use of budget allocations aimed at
it, the use of forms of state financing consistent with them, in accordance with the strate-
gic goals of cultural development, is particularly important. In connection with this, first
of all, it is necessary to note that simple, pre-calculated funding for the maintenance of
cultural organizations does not solve the problem of cultural development. Regarding the
effective use of budget funds aimed at the development of culture, the role of financing
the annual grant cultural programs implemented by the order of the Ministry of Culture
of the Republic of Armenia in a competitive manner is particularly important. It is meant
to ensure the operation of a transparent and competitive system of distribution of state
funds, the balanced development of various fields of art, to give impetus to creative and
perspective projects, to contribute to the worthy presentation of Armenian culture and
modern art on international platforms. The sectoral scope of the competitive selection of
these programs is: video and media, performing arts, folk arts, books and writing, cultural
heritage and education. The financing of the above-mentioned grant cultural programs is
aimed at giving priority to the cultural policy and strategic priorities adopted by the state,
as well as co-financed, targeted and long-term effective programs. In addition, depending
on the direction, compliance with the stated priorities and the volumes of the presented
budget, the programs can be partially or fully financed.

In the state financing of cultural programs, a special place should be allocated to the
implementation of long-term national and target-complex cultural programs (including
the financing of capital expenditures, especially in the case of the overhaul of historical
and cultural monuments of strategic importance), within the framework of special pur-
pose transfers.

The forms of state financing of the cultural sector are not limited to those mentioned.
Taking into account the limited possibilities of increasing the volume of state funding to
the culture sector in the near future, perhaps the use of forms of culture funding with the
participation of the state, that is, with joint funding, can be considered more promising.
First of all, we are talking about the joint financing of the cultural sector with the part-
nership participation of the state and non-state, corporate sponsors, and its promotion. It
is necessary to take into account that both the mentioned sponsors and the state can bene-
fit significantly from this cooperation. Thus, private companies can attract budgetary re-
sources to their projects, use bank loans and receive state guarantees in connection with
project implementation, form a positive image of the company, and also significantly
reduce risks. The goal of the state administration bodies will be to ensure the further de-
velopment of the territories and their infrastructures, to increase the quality of life there,
to attract funds from sponsors and to reduce budget costs. Joint financing of the cultural
sector with the partnership participation of the state and non-state, corporate sponsors
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may refer to jointly implemented cultural projects, with a certain ratio of budgetary and
sponsorship funds in the total volume of funding. Effective implementation of marketing
and management (especially PR and financial management) in non-commercial cultural
organizations is particularly important for the implementation of the mentioned joint
financing, which will promote the involvement of private sponsorship funds.

The joint participation of the state and regional bodies of the government in this finan-
cing with the participation of the state of the culture sector of RA can be considered a ra-
ther effective form of joint financing, that is, joint financing from the central and munici-
pal budgets, which can be aimed at financing individual cultural organizations and in-
vestment projects. Such financing will allow for more efficient spending of budget funds
of different levels, strengthening control over their rational use. In particular, the state
budget can finance the replenishment and maintenance of library and museum funds, and
the community budgets can finance the costs of maintaining buildings, paying for utility
services, and paying service staff.

Taking into account the rather uneven territorial distribution of allocations to culture
from the state budget in the republic, the very low share of allocations aimed at the imp-
lementation of regional cultural development programs in the total volume of state finan-
cing of culture, the provision of subsidies to community budgets can be considered as a
prospective form of state financing of culture. At the same time, the implementation of
target-complex programs for the development of marze culture with the participation of
the state in the order of co-financing will significantly contribute to the development of
culture in the region and the solution of its financing problems.

The possibilities of state funding of the RA culture sector can be expanded also by
using its indirect forms, related to the application of tax benefits to those who offer goods
and services of cultural significance. Separate tax privileges applied in the case of the
culture sector in foreign countries are almost absent in our republic. The most common
tax relief for cultural organizations in the mentioned countries is the exemption of the
goods and services they offer from profit tax, value added tax, property tax or the appli-
cation of a lower rate of these types of taxes to them. For example, in Belgium, the value
added tax levied on art objects has been reduced from 19% to 6%, but in Ireland, the
mentioned type of tax is not applied to books. Works of art owned by non-commercial
cultural organizations are exempted from property tax [Shishkin, 2003, 108].

These privileges towards financial donors, benefactors, sponsors of culture are mani-
fested mainly in the form of turnover tax, profit tax, personal income tax privileges, and
in this case, the money donated by them for the purpose of the development of culture
and art, support of cultural activities, is deducted from the amount subject to turnover,
profit and income taxation, respectively [Tolmasova, 2003, 83].
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Among the tax privileges applied in the case of the culture sector in our republic,
perhaps we can mention the value added tax defined by Article 64 of the RA Tax Code
(in the case of the provision of training services by children and youth aesthetic centers,
music, painting, art and fine arts educational institutions), by Article 230 of the same
code. Privileges related to the payment of the specified real estate tax (in the case of
lands of historical and cultural significance and state-owned buildings of such signi-
ficance), as well as in the case of charities in general [RA Tax Code, 2016, 1259]. Mean-
while, in the case of the culture sector, the need for tax benefits is due to the uniqueness
of creative work and the special social significance of its result. In addition, the share of
tax receipts from the culture sector to the state budget in the total volume of these budget
receipts is very small and in this case, the application of tax benefits to paid services pro-
vided by the organizations of the sector (in various manifestations, in particular, exemp-
tion from payment of VAT or profit tax or reduction of their rates) is significantly will
not affect the reduction of the specified volume. At the same time, the application of the
mentioned privileges will indirectly expand the possibilities of funding from the state
budget of the culture sector. As for the appropriateness of future implementation of the
state funding of the RA cultural sector in specific volumes and directions, it should be
determined based on the development strategy of the mentioned sector.

Along with the state funding of the RA culture sector, the expansion of non-state fun-
ding opportunities is important. The extra-budgetary funds of cultural organizations ac-
ting as state non-commercial organizations and dominating the field can be increased
from sponsorship, charity, the provision of paid cultural services, the implementation of
entrepreneurial activities provided for by their charter, property rental, and the financial
resources of non-state cultural organizations, mainly from the provision of the above-
mentioned services at the expense of increasing revenues. In addition, increasing the
volume of funding from sponsors can be achieved through sponsorship activity, effective
fundraising work of cultural organizations with potential sponsors, the generation of
sponsors' interest in the cultural projects or events offered by them, and the increase in
income from paid services, according to the study of the cultural services market, its seg-
ments. as a result of the right choice, the formation and promotion of consumer require-
ments and demand for these services, ultimately, effective marketing activities.

Conclusions. As a result of the research, the following conclusions were made:

- The current state of state financing of the RA culture sector is characterized by its
insufficiency, partial financing of expenses, mainly current expenses. The mentioned
funding is mainly aimed at the preservation of cultural organizations and values and is
not enough, especially, to solve the problem of cultural development. In this case, it is
particularly important to expand the possibilities of state financing of the cultural sector,
to choose the forms of financing aimed at the development of culture, which will enable
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more effective use of budget funds in accordance with the strategic goals of cultural
development.

- From the RA state budget to cultural services in 2016-2020. the dynamics of actual
allocations were characterized by variable trends and, in general, it did not have a posi-
tive impact on the expansion of state funding opportunities for culture;

- From the RA state budget to the culture sector in 2016-2020. in the structure of
planned and actual allocations, the share of art, then museums, galleries and libraries was
incomparably high. For other services, that indicator was comparatively small. The stri-
king asymmetry of the mentioned structure is, first of all, due to the policy adopted by the
state, the priority of the existing problems according to the services, and at the same time
it indicates the insufficient state funding for a significant part of the cultural services.

- The solution to the problem of the development of the cultural sphere and the expan-
sion of its state financing possibilities, even if in the future, will be possible in the event
of an increase in the share of the country's budget revenues and budget allocations to the
said sphere. Along with that, it is necessary to keep in mind that the expediency of long-
term state financing of the entire field of RA culture and according to its directions is de-
termined based on the development strategy of the field.

- We believe that the possibilities of state financing of the RA culture sector can be
expanded by using such effective forms of financing that are not yet widespread in our
country, such as joint financing of culture with the participation of the state, financing of
long-term national and target-complex cultural programs, indirect financing of the culture
sector. the forms.

- Along with the state funding of the RA cultural sector, the expansion of non-state
funding opportunities is important. The extra-budgetary funds of cultural organizations
acting as state non-commercial organizations and dominating the field can be increased
from sponsorship, charity, the provision of paid cultural services, the implementation of
entrepreneurial activities provided for by their charter, property rental, and the financial
resources of non-state cultural organizations, mainly from the provision of the above-
mentioned services at the expense of increasing revenues. In addition, increasing the
volume of funding from sponsors can be achieved through sponsorship activity, effective
fundraising work of cultural organizations with potential sponsors, the generation of
sponsors' interest in the cultural projects or events offered by them, and the increase in
income from paid services, according to the study of the cultural services market, its
segments. as a result of the right choice, the formation and promotion of consumer re-
quirements and demand for these services, ultimately, effective marketing activities.

- A complete picture of the current state of funding of the RA culture sector can be
made in the presence of officially published summary statistical information on the vo-
lume of extra-budgetary funding of the entire culture sector and its separate directions, as
well as the own and involved funds of non-state cultural organizations.
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The article is devoted to the analysis of the current state of funding of the RA culture
sector and the identification of ways to improve it. Taking into account that the financing
of the mentioned sector is characterized by the dominance of state financing, therefore the
article focused on this financing. The current state of state financing of the RA culture
sector is characterized by its insufficiency, partial financing of expenses, mainly current
expenses. The mentioned funding is mainly aimed at the preservation of cultural organi-
zations and values and is not enough, especially, to solve the problem of cultural develop-
ment. In this case, it is particularly important to expand the possibilities of state financing
of the cultural sector, to choose the forms of financing aimed at the development of cul-
ture. The solution to the problem of the development of the cultural sphere and the expan-
sion of its state financing possibilities, even in the future, will be possible in case of inc-
reasing the share of the country's budget revenues and budget allocations to the said
sphere. Along with that, it is necessary to keep in mind that the expediency of long-term
state financing of the entire field of RA culture and according to its directions is deter-
mined based on the development strategy of the field. It is proposed to expand the possi-
bilities of state financing of the RA culture sector by using such effective forms of finan-
cing that are not yet widespread in our country, such as joint financing of culture with the
participation of the state, financing of long-term national and target-complex cultural
programs, indirect forms of financing of the culture sector. Cultural organizations acting
as state non-commercial organizations and dominating the sector can expand the possibi-
lities of non-state financing of culture through sponsorship, charity, provision of paid
cultural services, implementation of entrepreneurial activities, property lease, and non-
state cultural organizations mainly due to the increase in income from the provision of the
above services, as a result of effective fundraising and marketing activities.
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Introduction. Graphs are a fundamental part of computer science and various scientific
fields. They are used in numerous applications, from social networks to electronic design
automation. Efficient graph representation is important for modern algorithms, especially
in economical contexts [Wang, 2022, 1-6], where resource-efficient implementations
play a significant role by reducing the resource consumption. This is essential in environ-
ments where computing resources are a high priority. There are many representations of
graphs as data structure. One of these types is adjacency list: it is a collection of linked
lists which shows the connection of source and destination vertices. Adjacency lists are
more memory-efficient than adjacency matrices because they only allocate memory for
vertices with at least one edge in the graph. However, traditional implementations of ad-
jacency lists do not fully use the features provided by modern CPUs, such as the cache
line. Our design of Adjacency List is cache friendly and is keeping the main structure of
traditional implementation. The main idea is derived from C#’s dictionary implementta-
tion for hash tables, which uses one array combining all data that should be in linked
lists. Our results show that cache friendly implementation of Adjacency list outperforms
it in lookup and insertion operations.

Literature review. The effective representation of graph data structures is a challenging
problem nowadays. There are a few fundamental simple implementations of graphs
[Berge, 1964, 186-187]. One of these is Adjacency list [Cormen et al., 2009, 610-613],
which instead of Adjacency Matrix [Cormen et al., 2009, 610-613] requires less memory.
Traditional adjacency list structures often lead to a high number of cache misses. This is
primarily due to their non-linear memory allocation, which disturbs the efficient utiliza-
tion of the cache. There are many optimal cache friendly variants of graph representa-
tions, but we will discuss data structures which are at most keeping graph’s adjacency list
structure. There are several representation techniques such as DCRS [King et al., 2016,
61-80] and PCRS [Wheatman et al., 2018, 1-7], which use the CRS (Compressed Sparse
Row) technique to effectively represent graph data structure. Another approach is to imp-
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lement adjacency list keeping stacks instead of linked lists [Yadav et al., 2013, 1-5]. Al-
though it was more effective than traditional implementation, stacks will be separated
from each other in heap memory. Our solution is based on C#’s Dictionary data structure
implementation [Microsoft] which is done by keeping two separate arrays, which will
collect the graph data in two contentious memories.

Methodology. Our methodology is based on cache friendly data structure design. We
modified the adjacency list implementation mechanism to be more cache friendly but
kept this structure. Our approach is based on C# programming language’s Dictionary da-
ta structure design technique, which is modified version of hash table’s separate chaining
structure. They are used to separate vectors instead of list and vector combination and do
mapping mechanism of linked list with vector indexes. By using this technique, we will
be modifying graph’s adjacency list representation by making him cheche friendly and
keeping his structure.

Scientific novelty. In nowadays the importance of high efficiencies algorithms plays
the big role in the market products, which are supporting business and giving the com-
puting more efficient. One of the base data structures that is used in big percentage of
algorithms theory are graphs and their efficient representation is a challenging problem.
We have designed and implemented a new representation for adjacency list data structure
for graphs, which is more efficient than traditional representation due to its cache friendly
representation. In addition to that this structure keeps the adjacency list’s main structure.

Analysis. Let's start with C#'s Dictionary implementation mechanism. C#'s Dictionary
is analogous to the traditional hash table Separate Chaining data structure. Instead of kee-
ping pointers to linked lists, it uses two arrays. The first array stores the indexes of the
second array’s elements plus one. The second array illustrates the linked list mechanism
by keeping all data in one contiguous memory. Now let's illustrate the main working
mechanism for element insertion in a hash table and its structure. In Figure 1, the main
structure of a Dictionary is illustrated. The keys of C and A elements make a collision,
and as can be seen in the figure, the element with index 2 in the entries vector points to
the Oth element by its _next member. If we add a new element, the sizes of the vectors
will be increased, and the new element will first be added to the entries vector. Then, if
no collision was made, the new index will be kept in the buckets vector with the index of
the entries element plus one. If there is a collision, the new element’s _next member will
point to the element to which the bucket’s index is pointing, and the bucket’s index will
be changed to the new element’s index in the entries vector plus one.
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_freeList=-1 _freecount=0 _count=3

_hashCode = 14565652

_next=-1

_hashCode = 13236565

_key = AKey

_value = Avalue

_key = BKey

_next=-1 _value = BValue
1 2 —
_hashCode = 14523584 _key = CKey
0 _next=0 _value = CValue
Buckets Entries

Figure 1. C#’s Dictionary Structure

The same technique will be used in the graph's adjacency list representation. Instead of
keeping linked lists for each vertex, we will use two vectors, one for source vertexes and
second for destination vertexes. When we will add the new edge, by adding new vertex to
source vertex, we will add the new element in destination vector and if source vertex
points to another vertexes, just set the new element’s next member to index in which is
pointing source vertex, and update source vertex as new element’s index plus one.

= : s e
0 _next=0 _key = CKey
SrcVertexes DstVertexes

Figure 2. Adjacency List and 3Cache Friendly Adjacency List

In Figure 2 is illustrated traditional adjacency list structure and cache friendly adja-
cency list structure. Instead of A, B and C keys will be vertex numbers.

We have designed and implemented our proposed graph representation and tested it
using Google’s benchmark library. The analysis is node on creating and inserting ele-
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ments in graph, the comparation is done on simple adjacency implementation and out
cache friendly adjacency list's representation.

]
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—e— measure_add_edge_randomized_cache_friendly
—— measure_add_edge_randomized_simple_impl

real_time
o«
o
!

75 1

0 2000 4000 6000 8000
input size

Figure 4. Performance Analisis of addEdge operation
The analysis shows that we outperformed by 29.71 percents.

Our proposed data structure shows significant computational savings. By reducing
CPU time and using memory effectively, it reduces energy and consumption which is be-
come to economic savings and keeps the global initiatives for energy efficiency.

Conclusions. In this paper we have discussed graph data structure’s adjacency list
implementation types and proposed our design to cache friendly adjacency list keeping
the adjacency list’s structure. Our design is based on C#’s Dictionary implementation
mechanism, which tries to replace the linked list with vector with additional indexes for
implementing the pointer mechanism in liked list. By storing the data in contiguous
memory, we have improved the efficiency of our data structure, making it more economi-
cally efficient. The cost-effectivity of our data structure leads to less energy consumption
which is critical to nowadays economics and is staying the high priority important as-
pects for researchers. Future research will focus on discussing more effective mecha-
nisms for graph representation and modifications to graph algorithms based on these rep-
resentations.
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Graphs are a fundamental part of computer science and various scientific fields. They are
used in numerous applications, from social networks to electronic design automation. Ef-
ficient graph representation is important for modern algorithms, especially in economical
contexts, where resource-efficient implementations play a significant role by reducing the
resource consumption. This is essential in environments where computing resources are a
high priority. There are many representations of graphs as data structure. One of these
types is adjacency list: it is collection of linked lists which shows the connection of
source and destination vertices. Adjacency lists are more memory-efficient than adja-
cency matrices because they only allocate memory for vertices with at least one edge in
the graph. However, traditional implementations of adjacency lists do not fully use the
features provided by modern CPUs, such as the cache line. Our design of Adjacency List
is cache friendly and is keeping the main structure of traditional implementation. The
main idea is derived from C#’s dictionary implementation for hash tables, which uses one
array combining all data that should be in linked lists. Our results show that cache friend-
ly implementation of Adjacency list outperforms it in lookup and insertion operations.
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Introduction. In the last decade, in many countries, including the Republic of Arme-
nia, in addition to the regular treatment, great significance has also been attached to the
issues of restoring mental health and ensuring social integration, creating alternative
services provided to people with mental health problems, and developing existing servi-
ces. Social and psychological services for older people with mental health problems are
provided by institutions of the Ministry of Labor and Social Affairs and the Ministry of
Health, as well as non-governmental organizations. And it is very important that the app-
roach to determining the need for services and the standards for providing services are
unified. Although significant progress has been made in the study of problems associated
with the mental health of older people, much remains to be done to better understand
these problems and find appropriate interventions, searching for forms and methods of
providing them with appropriate psychological and social services.

It is well known that the qualitative and quantitative characteristics of mental processes
change with age. The most socially significant changes are observed in the emotional
sphere, personality traits and character. With the old age accentuated personality traits
be-come sharper, the ability to empathize decreases, and the emotional sphere shifts to
the area of negative emotions. Many years of experience and observation have shown
that a significant number of people with mental health problems, after completing several
courses of treatment, no longer need treatment, but only need care and adaptation in the
society, development of self-care abilities and learning some basic skills that will allow
them to live without outside help. However, people with mental health problems, having
psychological and social problems are rarely ready to live independently.

Methodology. A number of studies have been conducted to determine the social, psy-
chological and health services needs of older people with mental health problems. The
studies were carried out using the Camberulian Needs Assessment Questionnaire
(CANSAS), the Camberulian Needs Assessment Questionnaire modified for use in care
institutions, the Psychopathological State Assessment Questionnaire and the Demogra-
phic Questionnaire adapted to the situation in Armenia. The studies were conducted in all
institutions of the system of the Ministry of Labor and Social Affairs (8 institutions) and
the Ministry of Health of the Republic of Armenia (8 institutions) providing round-the-
clock care and treatment of people with mental health disorders.
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The research was carried out using a survey method with both older people with
mental health problems and service personnel in social and medical institutions. Meetings
and discussions were held with representatives of the RA Ministry of Labor and Social
Affairs and the RA Ministry of Health, as well as with public organizations providing
social and psychological services to elderly people in need. According to this method-
logy, people with mental health problems who completed a needs assessment as a result
of our study were divided into appropriate groups, which will enable better targeting of
services provided. The research base also included statistical data, analysis of interna-
tional-national (local) legal acts on this issue, and data from conducted research.

Literature review. Data from specialized literature indicate that mental disorders are
detected in 40-70% of elderly and old people, but only one tenth of them are registered
with psychiatric patients, i.e. the low appeal of these patients for psychiatric help leads to
low detection of mental disorders in them. [Jacoby & Oppenheimer, 2001, 94-102], [
Stewart - Hamilton, 2010, 203, 240 ]. This is due to the need to organize appropriate con-
sultative, therapeutic and psychological assistance, the need to develop mental health ser-
vices and bring assistance closer to the population, the need to develop new forms of it
that go beyond the traditional specialized psychiatric service, the need to combine the ef-
forts of psychiatrists and general medicine doctors, as well as psychologists and social
workers [Tataryan, 2008, 1-3], that is, with the development of gerontopsychiatry, as one
of the pressing problems of modern psychiatry, British scientists devoted their work to
the need to take measures to improve living conditions and life expectancy of older
people. [Jacoby & Oppenheimer, 2001, 94-102].

Older people are more likely to suffer from mental illness due to age, social status,
health condition, loneliness, and other psychological complications. During a survey in
the “Nork” general boarding house, almost all the residents surveyed noted that staying in
a boarding house was associated with restrictions on their usual lifestyle, creating a pain-
ful feeling, difficult experiences due to the absence of a familiar environment and close
people. And all this cannot but be important both in the deepening of intellectual disor-
ders, disorders of cognitive processes, and behavior and the appearance of mental disor-
ders at a later age [Tataryan, 2008, 1-3]. Not to mention the fact that general boarding
homes often house and serve elderly people with mental health problems that were iden-
tified with age after their admission. In boarding houses and boarding houses of a general
type there is no specialized psychiatric care, including medication. Based on this, it is ad-
visable to consider the issue of creating special gerontopsychiatric departments at such
institutions. In a survey of 420 elderly and senile people attending the day department of
one of the Moscow social service centers, depressive spectrum disorders of a non-psy-
chotic level of a periodic or constant nature were identified in 70.3%, which indicates a
high prevalence of mental disorders of a non-psychotic level in late age. Active identify-
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cation of such disorders will become possible as a result of the creation and functioning
of such new out-of-hospital forms of gerontopsychiatric care as gerontopsychiatric, ge-
rontological, geriatric offices in general somatic clinics and social service centers.
[Polishchuk, 2018, 1-3]. Even a brief consideration and analysis of all the above data in-
dicates the widespread prevalence of borderline mental disorders in late life and
emphasizes their great medical and social significance.

In Armenia, some work has been done to create services adequate to the needs of
people with mental health disorders and mental problems, in particular, boarding homes
and day centers of various models, as well as strengthening dispensary control in the di-
rection of training psychologists, psychiatrists and social workers. The first day center,
the purpose of which was to provide psychological and social rehabilitation services to
people with mental health problems for their socialization, was created in Armenia in
2000 by the Mental Health Foundation. The center was created taking into account inter-
national experience and different models and situational analyzes in Armenia. When or-
ganizing the day center a number of features were taken into account: therapeutic envi-
ronment, rehabilitation (individual rehabilitation plan), accessibility, etc. This center be-
came an exemplary model for Armenia, but was closed in 2010 due to lack of funding.

The goal of the mental health field as a whole is to keep people mentally healthy. This
is reflected in the Concept for the provision of care services and alternative forms of
social services for persons with mental health problems approved by RA Government
from September 13, 2013 N 36 and the program of activities for the implementation of
the Concept for 2013-2017. [The Concept, 2013, 3-15].

Scientific novelty. The existing system of services provided to older people with mental
health problems cannot cover the full range of their socio-psychological needs and cannot
ensure the targeting of such services. Based on this, there is a need to introduce new app-
roaches to determining the need for certain services and, accordingly, introduce new ser-
vice models. Assessing the individual capabilities and needs of older people with mental
health problems using specially developed tools adapted to our situation, needs assess-
ment questionnaires (CANSAS) can become a new approach in determining the need for
services, developing standards for the provision of services, introducing new types of
services and developing interdepartmental and intersectoral work.

Analysis. According to the state concept, the main problems of the sphere are that the
issues of care and social services for the mentally ill and people with mental disorders are
not fully regulated by law, the shortage of specialists in the field of mental health: psy-
chiatrist, psychologist, social worker, occupational therapist, social teacher, art therapist,
etc., lack of specialized nursing homes or day centers for elderly people with mental dis-
orders. The concept pays attention to such important issues as the need for round-the-
clock and day hospital care for people with mental health problems, the elderly, as well

84



ALTERNATIVE quarterly academic journal

as children and adolescents with mental disabilities, the insufficient number of commu-
nity day centers that meet the needs of people with mental problems, and limitations on
the provision of services at home, restrictions on services for people with mental dis-
orders in a temporary shelter for the homeless, etc., lack of accompanied housing for
people with mental health problems, lack of employment and rehabilitation centers for
adolescents and young people with mental health problems, etc.. Availability of the
above problems indicates that families with a member with mental health problems are
often left alone with their problems after the relative is discharged home from a psychiat-
ric institution.

It should be noted that some of these issues have already been resolved. Thus, regula-
tions have already lifted restrictions on the provision of services for people with mental
health problems at home, and a corresponding department has been created in the home
care service. There are examples of assisted living and new day centers. Relevant deci-
sions have been made, including organizational ones, and a legal framework has been
developed aimed at improving psycho-social assistance. However, issues that need to be
resolved remain. This is a matter of personnel training: these are gerontopsychologists,
psychiatrists, and social workers. This is an acute shortage of specialists both in psycho-
neurological boarding homes and in psychiatric hospitals, especially if they are in remote
areas of the republic. This is the introduction of modern approaches to the process of
assessing and organizing the provision of services, interdepartmental interaction.

Back in 2016, the Armenian Psychiatric Association and the Ministry of Labor and
Social Affairs of the Republic of Armenia developed a methodology for assessing per-
sons with mental health problems in accordance with their physical and mental health
condition, self-care ability, social skills and abilities, and, accordingly, a methodology for
determining groups of persons who need certain living conditions, services and care.
[Sukiasyan et al., 2018, 5-16]. The study was conducted using the following tools adap-
ted to our situation:

1) Camberley Needs Assessment Questionnaire (CANSAS);

2) Short Camberulian Needs Assessment Questionnaire (CANSAS) (modified for use
in residential care settings);

3) Psychopathological State Assessment Questionnaire; 4) Demographic questionnaire.

The Camberulian Needs Assessment Short (Modified) Questionnaire (CANSAS) inc-
ludes the following questions: about accommodation (are you satisfied with the living
conditions), food (can you prepare food), housekeeping, taking care of yourself, day-time
activities, physical health, Psychotic symptoms, health problem and treatment informa-
tion, psychological depression, safety for yourself, safety for others, alcohol or drug use,
child care, education (reading, writing, comprehension, and arithmetic difficulties), using
a speech therapist, using transportation, spending money, and more.
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The study also used a supplemental questionnaire to the Camberul Short Questionnaire
for Needs Assessment, which provides a detailed understanding of a person's needs. For
example, housekeeping was determined by the following questions:

Are you able to do household work?

Someone is helping you

- It becomes difficult to take care of the apartment [if O (yes) or 9 (no/not known) there
is no need to continue];

- What kind of help does he/she get from his relatives or friends in taking care of the
apartment?

- What support does the local services office provide in housekeeping?

- What support does he/she need from local services in housekeeping?

- Beneficiary's opinion about the services.

A mental health assessment chart was also developed. Necessary blank data has been
filled.

The use of these tools was carried out by persons with appropriate professional edu-
cation who passed an initial short course.

Based on the developed methodology, an assessment of the needs and abilities of
people with mental health problems registered for admission to care facilities and care
facilities was carried out.

With the mentioned methodology and tools, an interview was conducted with 1010
beneficiaries and caregivers in all institutions providing round-the-clock care in the
republic:

- Vardenis neuropsychological boarding house

- Sevan psychiatric hospital

- Regional neuropsychiatric dispensary of Syunik

- "Nork" psychiatric center

- "Avan" mental health center

- Nor Kharberd specialized orphanage

- "Nubarashen" psychiatric center

- Armash health center named after Hayrikyan

- Gyumri Mental Health Center

- Lori regional neuropsychiatric dispensary

- Vardashen shelter for homeless people

- Nork boarding house

- Gyumri boarding house

- Boarding house number 1 of Yerevan
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The research was carried out using a survey method with both older people with men-
tal health problems and service personnel in social and medical institutions. Meetings and
discussions were held with representatives of the RA Ministry of Labor and Social Af-
fairs and the RA Ministry of Health, as well as with public organizations providing social
and psychological services to elderly people in need.

According to this methodology, people with mental health problems who completed a
needs assessment as a result of the above study are divided into the following five
groups:

1) Beneficiaries included in the first group do not have (at the time of the survey)
troubling mental health problems, do not pose a danger to themselves or others, have suf-
ficient social skills for independent living and can receive services in supported / accom-
panied housing or care houses for up to 8 people, where observation by a local/district
psychiatrist will be organized, both for people with mental disorders living in their own
homes, and the services of a social assistant/case manager will be provided in solving
everyday problems;

2) Beneficiaries receive services in supported housing/accompanied living or care hou-
ses for 8-16 people;

3) Beneficiaries who require 24-hour supervision/care but remain independent and who
can still receive services in a care facility. Beneficiaries included in this group, in case of
consistent and persistent social and psychological rehabilitation, can be transferred to the
second group;

4) Beneficiaries require constant intensive care and can continue to receive services in
this institution;

5) Beneficiaries included in group 5 need active treatment and clarification of the diag-
nosis, despite the fact that they have been previously assessed. Only after this it will be
possible to assess their true needs and the necessary conditions for receiving services.

According to the results of the conducted studies:

- 752 people (73%) need to receive care in existing institutions;

- 216 people (21%) can live in round-the-clock care homes designed for 3-16 people in
terms of their mental, physical condition and maintenance of household skills and have a
great potential to integrate into society to lead an independent life in the future.

A study conducted using this method in the Vardenis neuropsychological boarding
house, the center for helping people with mental disorders “Dzorak™ and specialized or-
phanages (Kharberd and Izmirlyan) showed that 14 people (group 1) can live in suppor-
ted/accompanied housing, 25 people (group 2) can live in care homes for 8-16 people or
receive care in small homes with 24-hour supervision.
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For beneficiaries who, according to the evaluation criteria, can receive services in
Vardenis, it is advisable to separate those with mental and psychiatric problems and also
those with more severe problems from those with milder ones.

As a result of an assessment of the needs of 1316 dependents conducted in 24-hour
care facilities in 2022 [Study of the need for social services among elderly citizens of
Armenia, 2016], it was founded that:

* 25.4% or 334 people in their current state can already receive services outside
institutions,

* 49% or 641 people need round-the-clock supervision/care, but at the same time they
maintain their independence and can continue to receive services in a care facility, and in
case of consistent rehabilitation work, they can be transferred to their facility,

* 22% or 291 people need constant intensive care,

* 4% or 48 people need active treatment.

A study on the results of the transformation of social services, mental health services,
in which large psychiatric institutions are gradually replaced by alternative services, such
as short-term care homes, community day care centers and other services, showed a po-
sitive dynamic. And this is not only the development of social skills, serious steps to-
wards socialization, this, which is very important, served to strengthen family ties.

The best examples of such centers in Armenia are the community house in Spitak,
where 16 people with mental health problems live, and the group houses of the "Jermik
Ankyun" foundation, the number of which has already reached 3, and the number of
residents - 30.

All surveys conducted show that beneficiaries in psychoneurological boarding homes
and psychiatric clinics in most cases receive services that do not meet their needs and
capabilities.

In order to target persons with mental health problems to the appropriate organizations
providing them with psychological and social services (both public and non-govern-
mental sectors), it is necessary to continue to develop methods for providing assistance
and social services to people with mental disorders in accordance with their diagnoses,
severity of the disease, retained abilities and general condition, it is necessary to continue
the work to ensure the targeting of the services provided, it is necessary to create a sys-
tem of dynamic mapping of such services.

International documents and recommendations indicate that the most effective care for
mental illness is comprehensive, based on a holistic, “biopsycho-socio-cultural” approach
to assessment, treatment and care of the patient, provided by competent, knowledgeable
professionals, supported by appropriate informed members of families and communities,
is flexible, tailored to individual needs, responsive to them (for example, provided in
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culturally appropriate ways in the home or other appropriate settings), and delivered by a
multidisciplinary team. [UN Department of Economic and Social Affairs, 2008, 93-105].

Conclusions. It is expedient to carry out a complex geriatric and gerontological assess-
ment of an elderly person using the principles and approaches of the International Classi-
fication of Functioning and Health (ICF, adopted by WHO in 2001). The result of such
an interdisciplinary diagnostic process for determining functionality, as one of the main
determinants, can be the development of a complex of medical, psychological and social
measures, the creation of a coordinated action plan aimed at long-term support of an el-
derly person, providing him/her with the necessary targeted services, and adapting the so-
cial service system for elderly people.

Currently, deinstitutionalization is an important stage in the transformation of social
services and mental health services, in which large psychiatric institutions are gradually
replaced by alternative services such as short-term care homes, community day centers
and other services.

One of the new effective forms of adaptation to independent living can be considered
assisted living. The best examples of such centers in Armenia are a community home in
Spitak, where 16 people with mental health problems live, and group homes of the Jer-
muk Ankyun Foundation, the number of which has already reached 3, and number of
residents 30.

Organizing a biopsychosocial assessment of the condition of people with mental health
problems and providing them with targeted, high-quality services requires, first of all, the
availability of professional personnel. This requires intersectoral work on training and re-
training of personnel: psychologists, psychiatrists, geriatric psychiatrists, social workers
and other specialists.

As part of the provision of comprehensive social services, it is necessary to support fa-
mily members of people with mental disorders in obtaining free psychological, social,
legal and counseling assistance. Increasing family intensity can have a positive impact on
their socialization.
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The article discusses measures aimed at improving management processes in the provi-
sion of social and psychological services to people with mental health problems, as well
as measures necessary to improve the social and psychological state and stabilize the
mental condition of people with mental health problems. The emphasis is mainly on orga-
nizing this process, on issues of a comprehensive assessment of the needs and capabilities
of this group of people and providing them with targeted measures and social services,
adequate to their capabilities, aimed at developing their social activity. Attention is paid
to the issues of psychological and social adaptation of older people, which is currently re-
levant for the entire society, and its solution is mainly the strategic task of geronto-
psychology. The current state of the system of mental health and social protection servi-
ces is presented from the point of view of the need to create alternative forms of services.
Based on advanced international experience and work carried out in Armenia, the article
pays attention to the importance and necessity of introducing and developing new forms
and types of psychological and medical-social assistance to people with mental health
problems. Data from studies both conducted by the author and those conducted on his ini-
tiative are presented. Conclusions are drawn and recommendations are made on the mea-
sures necessary to improve the social and psychological state of people with mental
health problems.
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Introduction. The economic growth of any country, as a rule, requires the develop-
ment of directions and mechanisms for overcoming the disparity in the development of
community units, which are necessary in order to solve the problems of the development
policy of territorial units. This policy includes fiscal, territorial finance management, re-
gulation of the tax system, formation of community finances, investment programs, crea-
tion and provision of various services, the solution of which, in connection with the stra-
tegy for overcoming the disparity in the development of local communities (SODDLC),
requires an assessment of the development environment of territorial units, the level of
capacity utilization, resource provision, as well as public administration support. Over-
coming the disparity of regional development has become a concept of purposeful acti-
vity aimed at a coherent activity of the development goals.

From this point of view, it is important that each of these directions of activity is
evaluated and guided by certain standards of development and levels of management
(local self-government and state). In the economic system of any country, the purpose of
the functioning of the management levels for the implementation of the SODDLC policy
is to provide the prerequisites for the complex and sustainable development of territorial
units, so that all units have opportunities for balanced development. Achieving that goal
requires justifying the directions of balanced development of the territory, conducting the
fiscal policy of the SODDLC and choosing such criteria for the management of this
overcoming, which reflect the effectiveness of the creation and use of material and finan-
cial resources for organizing the activities of regional associations.

Methodology and literature review. The theoretical basis for solving the problems
presented in our article was the main provisions, viewpoints and concepts, models and
methods of the classic and modern theories of public administration, economics, jurispru-
dence, the reforms in the global practice of public policy, the studies of Armenian and
foreign researchers in the field of public administration. The information basis for the
study was the laws and legal acts of the RA and foreign countries, the publications and
official statistic bulletins of the RA, international organizations (International Monetary
Fund, World Bank), as well as the assessments of various experts. In the course of the
study, accounting methods were also used. In the study, the data from various organiza-
tions were considered, which refer to the interplay between public administration and ter-

91



ALTERNATIVE quarterly academic journal

ritorial self-government, were used. It's the best way to learn, design, and develop.

Methodological and practical issues of public administration in Armenia under the new
conditions after gaining political independence related to local administration were dis-
cussed by A.Sh. Harutyunyan [Harutyunyan, 2005], E.H. Ordin [Ordyan, 1998], T.N.
Manaseryan [Manaseryan, 2013], V.B. Bostamjyan [Bostanjyan, 2019] and many others.
At the same time, many problems of the formation of the public administration system
need the development of new and more effective approaches.

Scientific novelty. As a result of the study, a number of theoretical and practical results
were obtained. From the point of view of increasing the efficiency of public administ-
ration, the necessity of recording human, natural, production and financial resources in
local communities and their purposeful use was substantiated. The cause-and-effect rela-
tionships between the decline in the efficiency of territorial administration and the asym-
metry [Mardaryan, 2006] of development have been revealed.

Analysis. Now the problems of regulating the stabilization of the financial situation of
community associations are being emphasized and brought to the fore. For this reason,
territorial policy [Dunn, 2004, 112] has become an integral part of the policy of balanced
economic development, the activity of which is represented by the SODDLC and is
carried out under the conditions of complex and functional operation of financial and
fiscal systems. The expansion of this operation contributes to introducing changes in the
order of drawing up the financial balance sheets of territorial associations, and partly in
the structure of financial resources. In that regard, we consider it appropriate to provide a
certain part of the income tax and profit tax collected in the territory of the communities
to the budget of the territorial union. The volume of community budgets, as prerequisites
for the balanced development of communities, is still very small and cannot act as a tool
of the SODDLC.

The financial system of regional associations includes budgets of communities, finan-
cial resources of organizations subordinate to communities, transfers allocated from the
state budget, subsidies and funds from other sources. The state budget grants to com-
munities amounted to 22 AMD billion compared to 7.6 AMD billion in 2000, and 10.6
AMD biliion in 2004'. Subsidies given to communities from the state budget were made
for the purpose of financial equalization of territorial associations. In our opinion, grants
should be given on a different basis, reflecting regional differences in financial needs,
and additional grants should be allocated to communities that are tax-deprived and
require balance between revenue collection capacity and financial costs.

Ensuring the SODDLC requires cooperation, integration, regulation of resource and

1
www.armstat.am
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financial relations between territorial associations, improvement of fiscal activities. Now,
a fiscal policy has been formed, which resulted in an uneven distribution of income, rest-
rictions on the application of financial leverage.

At present, the fiscal policy related to the SODDLC is neither tax nor budget oriented.
In that regard, the fiscal policy should take into account the optimal distribution of the tax
burden between the types of taxes, the increase of the specific weight of indirect taxes,
the definition of tax benefits, the amount of coercion, the tax bases and the need to allo-
cate subsidies [Anderson, 2003, 35]. The fiscal policy of RA still does not function as a
condition of the SODDLC, this policy does not ensure the stratification of the general
level of taxation between regions, does not regulate the ratio of total tax revenues and
GDP of the regions. In this regard, it is necessary to improve the functional activity of the
fiscal system in order to regulate the formation of the revenue structure of all
municipalities, to justify the revenue base of the municipal budgets and the efficiency of
taxation. SODDLC should be considered from the point of view of fiscal policy, in order
to establish the basis of this policy, firstly, SODDLC provides prerequisites, as well as
features of taxation object, base, rate and provision of tax benefits.

Second, to justify the importance of the tax activity of the fiscal system and the sub-
sidies allocated to the municipal budgets in the process of the SODDLC. Thirdly, to de-
fine the norms of expenditures from the municipal budgets, according to the costs of
overcoming the inequality of their development or the implementation of proportional
development problems. Fourthly, to condition the SODDLC on the right choice of the
methodology of state regulation of the development of regions, for which the environ-
ment of the development of the region and the prerequisites of its formation should be
taken as a basis, which should be evaluated based on the application of the features of the
fiscal policy. Fifth, to condition the SODDLC on fiscal reforms, which refer to the imp-
rovement of the tax base, the rate, especially the privilege, and the existing regulations
for the elimination of the tax. Sixth, it is expedient for SODDLC to equalize the total
amount of subsidies allocated to communities with the normative costs of the
communities' budgets and their total tax revenues.

The solution of many problems of the SODDLC represents serious complications,
which are largely related to the use of the features of the functional activity of the fiscal
system. One of the features of the fiscal policy is the optimal level of the tax rate, and the
other part is the financial support of the budgets of the communities.

From this, it follows that the fiscal system becomes a powerful tool, for this the tax
policy needs to be considered from the perspective of a new resource factor and the
mechanism of its influence. Second, the tax policy should be derived from the experience
of the SODDLC, taking into account the optimal ratio of direct and indirect taxes, which
is related to the regulation of the tax system and burden distribution. Thirdly, it is neces-
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sary to form the tax policy not only for the solution of fiscal problems, but also especially
for the stabilization of the SODDLC and balanced development of communities. Of
course, fiscal issues concern the development of mechanisms for regulating tax rates,
which are related to overcoming the disparity in the development of regional associa-
tions, the management of which should be carried out by the state and local self-govern-
ment bodies, taking into account first of all the financial security of the development of
communities, their own budget revenues, overcoming the disparity of development sub-
sidies allocated for second, based on the issuance and circulation of community loan
bonds, to develop the approaches and mechanisms for the formation of the investment-
lending system (ILS) in the communities. Third, for the purpose of balanced development
of regional associations, the enlargement of communities should be emphasized, which is
one of the ways of distribution of urban and rural communities by marzes, administrative
territorial division and concentration of financial resources for community development.
Community enlargement can increase the importance of municipal securities in genera-
ting revenue and financing budget deficits [Nazaryan, 2005]. This issue becomes more
significant when we look at it from the point of view of collection of the planned reve-
nues of the budgets of the communities, the level of which is very low in rural commu-
nities and is 50-55 percent of the planned. Aa means that the development of communi-
ties will happen unevenly. In this regard, the need for the formation and development of
the community bond market is highlighted, which will help communities have sources of
financing and opportunities for balanced development. The establishment of the munici-
pal bond market is important not only for the purpose of financing the deficit of the mu-
nicipal budgets, but also for the formation and operation of the municipal loan system
and the investment-lending sector included in it. In this regard, the innovation activity of
large associations is emphasized, which requires the creation of a spatial and regional
environment for innovation [Potusek et al., 2003, 56-61], which includes organizational,
legislative and socio-economic, competitive and investment environments, which are
directly related to the organization of SODDLC processes. In this regard, it should be
taken into account for the balanced development of the regions.

- the microeconomic level of investment-innovation processes, taking into account the
economic significance of consumption and export of innovation,

- the volume and structure of investment in innovation and the influence of financial
leverage on the proportionality of the development of associations in the region,

- the development of a system of comparable indicators for the assessment of the ba-
lanced development of regions, the influence of investment-innovation activities on that
balance,

- the financial resources of innovation of associations of regions and their proportional
sources,

- approaches, concepts of evaluation and selection of investment-innovation projects.
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- the creation of a national center of innovation can organize the financing of innova-
tion and determine its importance for the formation of the symmetry of the development
of regional associations.

It is also advisable to use leasing funds as financial resources for the RA HMADAH.

- interest in leasing activities in the republic continues to grow. The processes lead to
an increase in the number of leasing companies, foreign leasing companies express a
desire to enter the local market, which in turn causes the need to create a favorable
climate for leasing business in the republic.

- by encouraging leasing activities (including tax incentives), the state can significantly
reduce budget allocations for financial investments,

- technological re-equipment of the republic's industry, in our opinion, should be
carried out through the creation of leasing companies and joint ventures,

- the adoption of decisions on the creation of leasing companies can be evaluated and
conditioned by a number of circumstances, including the availability of equipment
acquisition programs and the necessary minimum financial resources, the degree of
validity of leasing transactions, the possibility of attracting additional credit resources
and setting a profitable leasing margin,

- as well as the reliability of guarantees given to leasing companies,

- the activity of leasing companies should be based on certain principles:
purposefulness, lack of collateral, long-term nature, flexibility, availability of funds,

- the mandatory availability of collateral required by financial institutions in exchange
for providing credit resources to companies is currently one of the main obstacles to
increasing investment risks and providing loans for borrower companies,

- in terms of the initial amount of financial capital, it is more realistic for commercial
banks to be the founders of leasing companies in the republic,

- the following sequence of activities of the leasing company was proposed: risk
assessment of the investment-leasing project, discussion of the terms of the application
for the supply of machinery, economic-legal and technical expertise, development of
guarantee schemes, negotiation with the supplier and development of the most favorable
purchase conditions, receipt and control of insurance guarantees.

Conclusions. The attraction of foreign investments is an important source of financing
for maintaining the symmetry of development of regional units.

In order to promote the inflow of foreign investments, in countries like Armenia with a
transition economy, especially with small volumes of minerals, the development of a
unique substructure of the physical, social and market economy is also important. As the
experience of newly industrialized countries shows, if initially the inflow of foreign
investments in these countries was determined by the favorable policy towards foreign
investors, then the infrastructure factor became crucial later. The development of
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substructure unique to the market economy in Armenia is the area to which a less
systematic approach has been shown. Thus, we believe that along with a certain level of
establishment of the financial and banking system, there is still enough work to be done
to develop insurance services and other non-banking financial institutions in Armenia,
particularly pension funds, brokerage organizations, investment funds, venture, leasing
and consulting companies. These sub-structures contribute to creating such environments
for the balanced development of regions as competitive ones.
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As a result of the analysis of the indicators of individual associations of RA territories
and marzes, it was revealed that although the processes of shareholding in RA were fast,
but due to the lack of innovations and investments, the companies could not enter the
competitive field. Currently, marzes are taking very slow steps to move to the stage of
development of competition based on innovations. Among the main reasons for this are
the long-term freezing of production capacity, the breakdown of the structure, the termi-
nation of the SODDLC and the decline in the natural volume of production, as well as the
lack of cooperation and integration of companies and the decline in exports. In this re-
gard, the balanced development of regional associations requires the development of sec-
toral and regional programs for the development of competition, taking into account the
provision of equal conditions of competition in the markets.
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Introduction. The article briefly attempts to consider public policy as a means for the
transformation of traditional-hierarchical social partnership, which is possible if the
public becomes more aware of their rights, and in public life, civil society is formed in
different interest groups. Civil society creates an opportunity for the transformation of the
old work environment, as a result of which modern models become vital, which contri-
butes to the valorization of the identity of interest groups in the market economy and the
prevention of possible abuses. In particular, the use of new technologies in the work en-
vironment increases the level of education and the public becomes more self-sufficient.

Our study refers to a number of models of public-state relations and gives preference to
the cooperative model, which is considered the best for effective dialogue between the
state and civil society. The circulating liberal model contains the danger of chaotic situa-
tions, it is unacceptable to minimize the role of the state, and the control model is a direct
path to totalitarian or authoritarian management systems. Considering the existing civil
society as a guarantee for efficient social partnership, we believe that in order to over-
come the institutional, substantive crisis, self-sufficient and educated work collectives
can create real opportunities to curb abuses and create an effective working environment.

Methodology. A number of scientific materials were studied during the work. A
comparative method applied, commonalities were pointed out between the formation of
civil society and the increase of resource-creating capacities of social partnership, as a
result of which the efficiency of public administration was also increased. Using the sys-
temic method, the problem was considered as an interconnected set of a number of ele-
ments and the idea of the need for institutional and general solutions was put forward as a
result of functional-analytical works.

Literature review. Transformations in public policy are due to the fact that it does not
matter what kind of intervention a person lives in. [Ebzeev, 2017, 7]. Sociologist Manuel
Castel believes that in the modern world, traditional social hierarchical models are disin-
tegrating [Castells, 2010, 494]. Cooperation between the state and civil society replaces
the classical models of public administration [Sekirina, 2018, 2-3]. Juan J. Linz and
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Alfred Stefani believe that civil society can include all social strata [Linz et al., 2011].
Civil society is an association of non-political elements and individuals who have private
goals and interests [Mamut, 2002, 94]. Baranov and Polyanskaya assign key importance
to trade unions in social partnership [Baranov et al., 2017, 4].

Scientific novelty.

* Due to the public policy, the traditional-hierarchical social partnership model inhe-
rited from the USSR should be transformed into an equal partnership model.

* To achieve the transformation of social partnership through the civil society, to app-
ropriately consider the cooperative model in RA.

Analysis. At the core of public policy is man. In general, a person is created to be a
part of the public environment, and it does not matter to him what kind of world he lives
in [Ebzeev, 2017, 7]. One of the problems of the effectiveness of public policy or public
administration is the ineffectiveness of the policy, as well as the inability to make and
implement decisions in the management system, the insufficient level of service provi-
sion. Emphasizing the human factor in the effectiveness of public policy, at the same
time, we think that sometimes the effectiveness of management is related to the need to
use coercive policies, because laziness in human nature and a negative attitude towards
one's own work can have a significant impact, and it is necessary to force, control, direct ,
so that it is possible to achieve the goals of public administration. For example F. Herz-
berg argued that in order to understand the nature of management, one must follow the
motivations of people's behavior [Killen, 1981, 93].

Herzberg's approach is acceptable in itself, because the development of the working
environment stems from the level of interdependence between the person and the work.
Noting the changes made in the philosophy of management, sociologist Manuel Castell
finds that in the modern world, hierarchical, traditional social models are disintegrating
[Castells, 2010, 494]. In the new post-industrial reality, new societies using information
technologies intensively are forming. Digital technologies, social networks all over the
world stimulate globalization processes, which makes the gap between the public and
traditional management models inevitable. According to the Russian researcher E. Seki-
rina, the open government model, where the state and civil society cooperate, is coming
to replace the classical models of public administration [Sekirina, 2018, 2-3].

In political perceptions, the concepts of "civil society" and "state" were identified for a
long time, and only T. Hobbes and J. In Locke's works, "civil society" is presented to ref-
lect the historical development of human society and shows the fairness of individual
freedom [Rastimeshina et al., 2012, 2]. Civil society can include various social move-
ments (women's groups, religious groups, organizations of intellectuals, etc.). Juan J.
Linz and Alfred Stefani consider that civil society can include all social strata, from trade
unions to business groups, journalists or lawyers [Linz et al., 2011, 26]. In another work,
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Alfred Stefani believes that civil society is the domain of public life that lies between
state institutions on the one hand and families on the other, members of civil society vo-
luntarily associate with others to engage in the full variety of public activities, and civil
society is relatively independent from the state [Stefani, 2011, 38]. L. S. Mamut be-
lieves that civil society is an association of non-political elements and individuals who
have private goals and interests [Mamut, 2002, 94]. The existence of unavoidable private
interests makes it worthwhile to develop approaches comparable to the interests of the
state, so that it is possible to transform painful conflicts into a cooperative environment,
ensuring pluralism and reconciliation of interests. During the ongoing relations between
non-governmental organizations and the state, there are controlling, liberal, and
sometimes conflicting ones. and factorial models [Hovhannisyan, 2017, 6].

We think that factor models can be more beneficial for states, thanks to which public
policy can be more effective. The first model predicts total control of the state over pub-
lic life, where pluralism is excluded, civil and political life is under the hierarchical
influence of the state. It can be a dangerous extreme to completely pay tribute to the
liberal model. The liberal model, paying tribute to the idea of absolute freedom, weakens
or nullifies the state's presence in public life, ensuring both the constant danger of
creating conflicting phenomena and the emergence of chaotic events. Dialogue, coope-
ration and mutual control between the state and CSOs are characteristic of the coopera-
tive model, which is considered preferable. In the case of this model, the civil society is
free to act both as a critic and as a collaborator. For the implementation of effective pub-
lic policy in RA, we think that the critical-participatory model is desirable, where illogi-
cal aspirations are counterbalanced and restrained, and the mechanism of public pressure
works effectively, on the other hand, representation and participation of the state is gua-
ranteed. In our opinion, the civil society in RA should be anchored in an environment
where it will have legal levers to establish control over the state apparatus and tools to
update the political system. However, one should not be carried away by such illusions
that the civil society can replace the political system, in the best case, the civil society can
feed the political system, if professional personnel potential has been formed there. In the
analysis of the role of the state, A. Solovyov's claim, according to which one of the ways
of interaction between the state and civil society can be the construction of partnership
relations, where the state should encourage the manifestation of civil activism, while
maintaining a distance to maintain relations with civil society [Solov'ev, 1996, 6].

Social partnership is one of the important spheres of civil society, where relations are
built for the choice of capital management methods, and the state is involved here as one
of the parties in the formation of relations, aiming to ensure fair redistributions. There-
fore, public policy can be qualitatively transformed when the stakeholders of social part-
nership cooperate more effectively, which will create a qualitatively new culture of coo-
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peration in public life, modernizing the inefficient formats of existing relations between
the state, employers and labor collectives.

Conclusions. Social partnership in traditional forms had hierarchical models, where
the advantages of the state or employers over labor collectives were emphasized. As a
proof of what was said, we consider Y. Korna's opinion, that the "paternalistic" model of
social partnership was implemented in the USSR. The central government assumed res-
ponsibility for the economic and social situation and at the same time pretended to use its
tools that seemed appropriate for the given situation [Kornai, 1990, 588]. With another
approach, which was put forward in the 50s of the 20th century, in particular, H. Browen
placed the social responsibility on businessmen, who had to align their strategic plans as
much as possible and at their own discretion with the goals of society and the professed
value system approaches. Both of these approaches show that in the past we were dealing
with programmed management models, where the so-called public policy was theoreti-
cally and practically absent. According to Russian researcher A. Yatsenko, social partner-
ship should theoretically be structured in such a way that it can solve a large number of
problems, involve a large number of participants who ensure the stability of current rela-
tions, act according to the logic derived from laws and be based on the interests of emp-
loyers and employees. [Yatsenko, 2018, 2]. Baranov and Polyanskaya assigned central
importance to trade unions in social partnership, emphasizing their level of institutionali-
zation, number, quality, concluded agreements, etc. [Baranov et al., 2017, 4]. Observing
the approaches of different authors, we may conclude that the formation of civil society
institutions within social partnership, particularly the strengthening of trade unions, will
promote the opportunities of social and economic development of RA, forming self-suf-
ficient labor collectives, which will be intolerant of irresponsible decisions of the state and
owner-businessmen.
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In the article, during the discussion, he emphasized the exclusion of discriminatory treat-
ment of individual groups in social partnership through public policy, because public
policy is associated with increasing the efficiency of management, which implies increa-
sing savings and capacity within social partnership, expanding social responsibility, en-
suring social justice, rights etc. From the point of view of solving the socio-economic
problems in RA, the introduction of the factor model was worthwhile, to demonstrate its
importance, we performed a comparative analysis. The article briefly presented the es-
sence of civil society, presented the opinion of some authors on the importance of crea-
ting self-sufficient public institutions. The existence of a natural contrast in the relations
between the civil society and the state was emphasized, and at the same time the need to
combine interrelated interests, which makes the need for a civilized dialogue inevitable.
The formation of cooperation platforms was important for ensuring the normal course of
economic relations. The modernization of the traditional relations formed between the
state-employers and labor collectives was worthwhile. I think that a model of social part-
nership should gradually be formed in RA, which will replace the paternalistic model in-
herited from the times of the USSR, and will involve a large number of people from wi-
thin employers and labor collectives.
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