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THE PECULIARITIES OF THE AGRICULTURAL
SECTOR’S DEVELOPMENT
IN ARMENIA

In the article the main problems of the agricultural sectors’
development in the RA are studied. The priority directions of the RA’s state
policy in the sphere of the agriculture’s regulation and rural areas’
development are characterized. The role of the agriculture in the RA’s
economic development is presented. As well the present conditions of the
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RA’s foreign trade of the agricultural productions are analyzed.
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Aiipanemsan I puzop

OCOBJIMBOCTI PO3BUTKY CLILCBKOT'O
I'OCIIOJAPCTBA Y BIPMEHII

B crarri  pgocmimkeHi  OCHOBHI — mpoOieMi  PO3BUTKY
CLTBCBKOTOCITOJIAPCHKOTO  CeKTOpY, Mo icHye B PecmyOmimi Bipmewis.
OxapakTepru30BaHi MPOBIIHI HAMPSIMKH JCP)KAaBHOI IOJITHKH B 00JIacTi
pEryIIOBaHHS CUTBCHKOTO TOCHOJApPCTBA Ta PO3BHTKY CLIBCBKUX paiOHIB.
BucaiTiieHa poiib CiTbCBKOTO TOCIOAAPCTBA Ui €KOHOMIYHOTO PO3BUTKY
Bipmenii. IlpoanamizoBaHO CcydacHWH CTaH 30BHINIHBOI  TOPTiBIi
CLIBCHKOTOCIIOIAPCHKOI0 MpoAyKIlieto PecryOmikoro BipmeHist.

Knrouoei cnosa: cinbcbke rocroaapcTBO, CKOHOMIYHUAN PO3BHTOK,
30BHIITHS TOPTIBIISL, CLTBCHKI paliloHH, arpapHUi ceKTop, BipMmeHis

Aiipanemsan I puzop

OCOBEHHOCTH PA3BUTHSA CEJBCKOI'O XO35MCTBA
B APMEHUUN

B craree  u3yuyeHBl ~ OCHOBHbIE  HPOOJIEMBI  Pa3BUTHS
CEIbCKOXO3SIIICTBEHHOTO CeKTOopa B PecrryOmnuke Apmenus.
OxapakTepr30BaHbl OCHOBHBIE HAIPABIEHUS T'OCYJAPCTBEHHOW MOJIUTHKH
B 00JIaCTH PETYJIMPOBAHMS CEJIIbCKOTO XO3SHCTBa M Pa3BUTHA CENBCKUX
paiioHoB. IlpencraBieHa poib CENbCKOTO XO3SIMCTBA B 3KOHOMHYECKOM
pazButuu Apmenun. Taxke mpoaHATU3WPOBAHO COBPEMEHHOE COCTOSIHHE
BHEILIHEW TOPrOBIIH CEIbCKOXO3SIICTBEHHOM npoaykuueid PA.

Knrouesvie cnosa: cenbckoe X034HUCTBO, 3KOHOMUUYECKOE PAa3BUTHE,
BHEIITHSISI TOPTOBIIS, CETTLCKUE PAHOHBI, arpapHbIi ceKTop. ApMeHusI.

Introduction. Since the 1990’s agriculture plays an important role

in the RA’s economy. For any country sustainable development of
agriculture sector has strategic role in the provision of food security for its
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population and serves as a source for expansion of exports in food and
beverage products where Armenia has some comparative advantages.
According to the “RA’s Sustainable Agricultural Development Strategy
2010-2020” the development of rural areas is a national priority. There are
programs implementation of which will bring poverty reduction in rural
areas, such as: Infrastructure development in rural areas, Development of
rural production and markets, Provision of vocational and business training
for existing businesses, Land consolidation and farm efficiency, including
creation of agricultural cooperatives, Introduction of agricultural insurance

[3].

In 1999 the government of the RA established Regional
Agricultural Support Centers (Regional ASC) in all 10 marzes of Armenia.
Regional ASCs provide consultancy, information and marketing support to
individual farmers, agricultural producers and cooperatives, as well as
practical support in organizing efficient production with the use of
innovative technologies. These Centers are technically supported and
coordinated by the Agriculture Support Republican Center which was
established in 2002 by a RA government decision. The Agribusiness
Teaching Center (ATC) plays a special role in preparing specialists who
would meet today’s market economy challenges. The ATC was established
in 2000 through the collaborative effort by the Armenian State Agrarian
University, Texas A&M University and the U.S. Department of
Agriculture. In 2005, the International Center for Agribusiness Research
and Education (ICARE) was founded to manage the activities of the ATC.
The other three components of ICARE are: Career Placement and
Counseling Center involved in finding jobs for ATC and ASAU graduates;
Teaching and Learning Excellence Center involved in reform of higher
agricultural education; and Agribusiness Research and Outreach Center
involved in research on different agribusiness topics and presenting their
results at national and international meetings [9].

At the present development phase of the Armenian agrarian
science, a key objective is to define the priority directions of the agrarian
science and research taking into accounts the peculiarities of the Armenian
agriculture, the existing resources, the research potential, nationwide goals
of socio-economic development as well as the world experience of the
agrarian science and its development trends. In Armenia, agricultural
education is particularly weak and inefficient, it has no link to research and
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science and it does not meet requirements of industry. Moreover, in
agricultural sector the situation is the worst. Considering these and many
other needs, the Ministry of Agriculture implements its own programs and
seeks international assistance to address different issues. Donor
organizations mainly supported rural credit markets development,
establishment of institutions to support agriculture and government-funded
activities. Among the main sponsors of these types of activities are the
World Bank group, International Fund for Agricultural Development
(IFAD), Food and Agriculture Organization (FAO), United States Agency
for International Development (USAID) and EU Delegation to Armenia.

Main Part. Historically, Armenia’s economy has been based on
agricultural production, especially in fresh and processed vegetables and
fruits. In Soviet times, the Country managed to internally satisfy milk and
meat demand both for primary use and processing. Armenia was also well
known for its leather and shoes production, the raw material of which was
mainly supplied locally. Land reform was initiated in 1991, and by mid-
1994 most of the agricultural land had been privatized. As a result, around
340,000 private farms were created, but with a lack of suitable machinery
and equipment, water for irrigation and knowledge of good farming
practices. On average, a private farm has 1.4 hectares of farmland,
including 1.06 hectares of arable land [2]. Moreover almost 97% of
agricultural output is produced by these farms [5]. The above mentioned
land reform brought a lot of problems since the farming and marketing
systems were structured to the standards of large agricultural enterprises.
Like in many other countries in the region, there was a transfer of a
substantial percentage of the non-agricultural labor force to agricultural
activities, following the collapse of collective and state farming, land
privatization, and formation of the small rural farms.

So since the land privatization Armenian agriculture faced scale
effect problem in agriculture. That’s why according to the RA’s Sustainable
Agricultural Development Strategy 2010-2020 land consolidation and farm
efficiency, including creation of agricultural cooperatives in one of the
priorities of agriculture development [7]. Agricultural cooperatives can
have huge role in the RA’s agricultural development. Despite the fact that
cooperative development is a government priority, no law on rural
cooperation exists to regulate the formation and functioning of farmer
cooperatives. So the obstacles hindering the further development of
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cooperatives in Armenia include the lack of comprehensive legislation for
cooperatives. The existing legal framework in Armenia is poorly designed
[11]. Till the 2015 there was not agricultural cooperative law in Armenia
and farmer organizations are mainly regulated under and the “Law on
Consumer Cooperatives” adopted in 1993 and requiring operation as a
“non-commercial” enterprises with a minimum membership size of 30
persons (Article 2) [4]. Law of The Republic of Armenia About
Agricultural Cooperatives was accepted by National Assembly of the
Republic of Armenia on December 21, 2015.

Dependency on weather conditions, the absence of insurance and
the low profitability of agricultural production increases the chances of
failure and makes agricultural loans very risky, thus keeping interest rates
high. Because of the high risk only a few banks and universal credit
organizations provide loans for agriculture related activities. Agricultural
loan interest rates in Armenia range between 8-22% and agricultural loan
maturity can be up to 84 months, usually collateral is required.

Table 1
The role of the agricultural sector in the RA’s economy
( Source. WB World Development Indicators, 2017 March)

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Share of
agriculture, as a
share of GDP
(%)

20.9 20.5 20.3 18.4 18.9 19.2 22.8 20.1 20.7 20.4 193

Employment in
agriculture (as a
share of total 46.2 | 46.2 | 365 | 442 | 395 | 386 | 369 | 373 | 363 | 359 | 353
employment, %)

Food export (as a
share of total
RA’s export,
%)*

13.7 11.7 8.0 18.6 19.9 16.7 19.2 25.9 30.1 31.8 31.2

Food import (as

a share of total 185 | 159 | 181 | 187 | 193 | 180 | 198 | 190 | 203 | 195 | 19.9
RA’s import, %)

* Food comprises the commodities in SITC sections 0 (food and live animals), 1 (beverages
and tobacco), and 4 (animal and vegetable oils and fats) and SITC division 22 (oil seeds, oil nuts, and
oil kernels).

In order to promote agriculture development since 2011, soft loans
are provided to farmers at an annual interest rate of 14%, and 4-6% of
which is subsidized by the RA government (Since 2015 February taking
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into account the importance of the program RA government stated
6% subsidy to all loans provided to farmers). The maximum size of
these loans is 3 million AMD with 1-24 months maturity [1]. The value of
subsidized interest rates for agricultural loans was 578 million AMD in
2012, and increased to 1 milliard 163 million AMD in 2015. Later in order
to keep sustainable development of the agricultural sector in country in
2017 the RA government launched a new agricultural leasing program by
which agricultural equipment will be leased by 9% annual interest rate with
3-10 years maturity while the 7% of which will be subsidized by the RA’s
government [10].

Since the 1990°s share of agriculture in GDP significantly
decreased (for example share of agriculture in GDP was about 42 percent in
1995) and starting from 2005 it is amounted about 20% of GDP (Table 1).
Besides this during 2005 to 2015 employment in agriculture deceased about
10%. The main reason of this trend is the RA’s economic recovery and
structural changes in economy in favor of services sector. In 2015 share of
agriculture was 19.3% of GDP, while the share of agriculture and food
processing was about 25% of GDP.

Table 2
Total land area and agricultural lands by type in the RA, 1000 ha
(Source. National Statistical Service of RA // www.armstat.am)

2011 2012 2013 2014 2015
Total land area 29743 | 29743 | 29743 | 29743 | 2974.3
Agricultural land | 2077.0 | 20524 | 2051.0 | 2049.4 | 2045.7

Arable land 449.2 448.4 448.2 4475 446.7
Pastures 1067.2 1056.3 | 1055.3|1054.2 | 1051.3
Other

560.6 547.7 547.5 547.7 547.7

agricultural land

From Table 2 it’s clear that all agricultural land area pastures is
almost 2.4 times more than arable land. Taking into account this we can
state that in the RA there are more favorable conditions for developing
animal husbandry sector. Meanwhile the real situation is rather deferent.
Analyzing the data from Table 3 we observe that in the RA the plant
growing is more developed agricultural sector. This is mainly due to the
fact that the animal husbandry needs more capital investments than plant
growing.
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Table 3
Gross agricultural output by farms, billion AMD

(Source. National Statistical Service of RA // www.armstat.am)
2011 2012 2013 2014 2015
Agriculture 795.0 | 8415 |919.1 |9935 |1001.2
Plant growing | 465.1 | 516.0 |572.8 | 605.7 | 605.8
Animal 329.9 | 3255 |346.3 |387.8 |3954
husbandry

In 2015 gross agricultural output of plant growing in the RA almost
50% more than animal husbandry. Analyzing the structure of the farms we
can state that almost 97% of gross agricultural output comes to household
plots and only 3% to commercial firms. Unlike the household plots in case
of commercial firms we have different situation in gross agriculture output
structure of plant growing and animal husbandry. Here in 2015 almost 92%
of gross agriculture output comes to animal husbandry and only 8% to plant
growing. So it’s clear that during time in case of increasing commercial
firms in agriculture sector the share of animal husbandry in gross
agricultural output will increase.

Agricultural plays an important role in the trade balance of the RA.
Armenia is a net importer and in 2015 total import was 2.2 times higher
than total export. In case of agricultural products in 2015 trade balance
negative as well but here import was 1.6 times higher than export [6]. In
2015 almost 31.2% of export comes to agricultural products and 19.9% of
import comes to agricultural products.

Main industry that generates the highest revenues among
agricultural production and processing is the manufacture of beverages.
Sales of brandy, vodka and wine are contributing greatly to Armenia’s
trade balance and agriculture and food industry of GDP. Moreover,
beverages industry is not limited to strong alcoholic beverages. Armenia
has a long history of beer and non-alcoholic beverages production.
Although export volumes of agriculture and food products are increasing,
Armenia is still highly dependent on agriculture and food imports (Table
4).

In 2015 the decrease of the RA’s agricultural export and import
volumes are mainly the result of the sanctions against Russian economy. As
a result of that sanctions Russian ruble was significantly devaluated which
in turn negatively impacted alcoholic and non-alcoholic beverages export
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from the RA to Russia. Due to fluctuations of local currency as a result of
devaluation of Russian rubble, many Armenian exporters, especially
alcoholic and non-alcoholic beverages producers traditionally depending on
Russian market, had carried serous losses and difficulties.
Table 4
The RA’s agricultural products foreign trade, thousand USD
(Source. National Statistical Service of RA // www.armstat.am)

2012 2013 2014 2015
Agriculture
Export, Total 322.1 414.6 426.2 409.4
Animals and
products of 33.1 54.4 50.4 46.4
animal origin
Products of
vegetable 34.2 50.1 37.7 37.8
origin
Fats and oils 0 0 0 0
Products  of | 55 g 310.1 338.1 325.2
prepare food
Agriculture 810.6 845.7 810.3 658
import, Total
Animals and
products of 136.3 144.7 146.5 106.1
animal origin
Products of
vegetable 259 244.8 239.3 192.4
origin
Fats and oils 59.6 60.5 54.7 44.7
Products ~ of | 555 5 395.7 369.8 314.8
prepare food

Moreover due to market interdependence and further market
liberalization, inadequate reaction on global dynamics can be fatal for
growth and development in the RA’s agricultural sector. For example since
2015 Russia began substituting imported products in response to the
imposition of food embargoes by the USA and the EU. According to the
policy adopted by Russian government toward promoting development of
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agrarian sector, along with import substitution strategy announced and
promoted by the president of the Russia [8]. It can pose long-term threat,
since large share of Armenian agriculture and food production exports goes
to Russia.

Conclusion. Armenian agriculture does not fully utilize its
potential and currently has low levels of its productivity and
competitiveness. Agriculture and rural development are the priorities for
the RA and will continue to be in the mid-term perspectives. Rural
development is one of the identified priorities for the RA, and given the
importance and contribution of the agriculture and rural areas in the
national population share, GDP and employment it is likely to stay as a
priority. Besides these agriculture is the key link of the food industry value
chain, which as we saw has good export potential. Next development of
agriculture is very important for increase of productivity and creation of
non agricultural jobs in rural areas, which in turn will bring to balanced
regional development.
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KOHIEIITYAJIbBHI OCHOBA ®OPMYBAHHA TA
PO3BUTKY IHBECTUIIMHOI'O MOTEHIIATTY
HIAIMPUEMCTBA

B crarti JOCHipKeHO EKOHOMIYHY CYTHICTh 1HBECTHI[IHHOTO
MoTeHIiany mianpueMcTa. OXapakTepru30BaHO MPHHIUIH, SKUX JAOIIEHO
JOTPUMYBaTUCh  mpu  (OpPMyBaHHI  IHBECTHIIIHHOTO  IOTEHINIAMYy.
PosrnssHyTOo BapiaHTH Ta 0COONMBOCTI ()OpPMYBaHHS I1HBECTHIIIHHOTO
MOTEHIlIay i3 BpaxyBaHHSM BIUIMBY 30BHINIHIX 1 BHYTpIMIHIX (aKTOPiB.
3’sicoBaHoO, 1110 IHBECTHUIIHHUIA MOTEHIliaN € BUPIMIAIFHUM Y 3a0e3neueHH1
3arajJlbHOr0 €KOHOMIYHOTO PO3BUTKY MiJNPUEMCTBA Ta BiAIrpaEe BaKIUBY
pOJIb y PO3BHUTKY HOTO TOTEHINIWHUX MOXJIMBOCTCH IOMIO 3MIHCHEHHS
THBECTUIIIHOT JiIsUTHHOCTI. BU3HAUEHO CYTHICTh PO3BUTKY 1HBECTHIIIHHOT'O
NOTEHLiay  MiANpUEMCTBAa. BusBIeHO, 1[I0 YCHOIMIHUHA  PO3BUTOK
IHBECTULIIHOr0 TMOTEHLialy MiANPUEMCTBA 3aJIeKUTh B 0OaraTbox
KpUTEpiiB, a came BiJ: I1HBECTUI[IHHOI TOBEIIHKH, 1HBECTHIIHHOI
AKTHUBHOCTI, IHHOBaLiHOI aKTUBHOCTI Ta €KOHOMIYHOT'O 3pOCTaHHS.
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