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CHAPTER I.   
 
THE ECONOMIC IMPACT OF  
POLICY ON POPULATION  
WELFARE  AND  
THE NATURE OF POVERTY   
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1.1. How Poverty Indicators Help to Develop a Policy for the Welfare of Each and Everyone  
 

On-going economic reforms and the establishment of appropriate economic conditions within the 
country are the main factors furthering the reduction of poverty. This sustainable and high rate of 
economic growth was a serious prerequisite for the slow, but sustainable growth of living 
standards, as well as for slow, but sustainable reduction in the poverty level seen in recent years. 
However, even in countries with similar rates of economic growth, differing rates of poverty 
reduction have occurred. How can this fact be explained? Economic analysis show that, for any 
given rate of economic growth, the level of poverty reduction depends on how the economic 
growth has been accompanied by changes in income distribution, on what the initial snapshot of 
inequality was and on what opportunities and resources were available to vulnerable groups to 
benefit from the results of that economic growth. Social policy directed to vulnerable groups in 
need of state support, serves as a basis for developing a strategy for sustainable development for 
every country.  The welfare of the population is defined by the level of affordability of the 
services they need and their ability to obtain essential consumer goods, as well as opportunities to 
work and actively participate in society. 
The previous report (Social Snapshot and Poverty in Armenia; 2003) presented the list of activities 
directed towards social sector reforms and the results expected from their implementation. These 
were also specified in the Poverty Reduction Strategy Paper (PRSP) adopted by the Government 
in 2003. This report attempted to analyze the actual effect of these activities on the living 
standards of the population and particularly on the change in the level of poverty. 
Poverty is considered as a lack of monetary and non-monetary welfare and property, and, as in 
previous reports, the dynamics of the changes in living standards is presented using monetary and 
non-monetary poverty measures. 
Non-monetary poverty is defined by poor health, low levels of education or illiteracy, social 
isolation and rejection, vulnerability, lack of rights and no opportunities to voice one’s opinion. 
The main direction of non-monetary poverty reduction is improved access of education, health and 
social services. That is improved targeting of free services and increased affordability of paid 
services.  
The main objectives of reforms in the health care sector are to upgrade the quality and 
accessibility of healthcare services, particularly for the poor population. The results expected 
from the measures in the PRSP are: “reduced level of child mortality – to decrease the mortality 
rate of children under 5 years of age to 10 per 1,000 live births in 2015 (over 15.9 registered in 
2002) and the indicator of infant mortality will be decreased to 8.5 per 1 000 live births in 2015 
(over 13.4 registered in 2002)1; to reduce the level of maternal mortality from 34.41 per 100,000 
live births in 2001 to 10 per 100,000 live births in 2015.”2 

 
The main objectives for the education sector are to upgrade the quality and accessibility of 
education. The expected results of the measures in the PRSP are “to increase the school-life 
attendance for a 6 year old child from 11.6 years to 12.3 years, estimated for the 20033- 2015 time 

                                                 
1 The indicator was calculated on an average quarterly basis according to the information from RA 
NSS. (Poverty Reduction Strategy Program, page 50) 
2 Poverty Reduction Strategy Program, page 49 
3 The indicator is calculated considering only the period of 6-21 years of life 
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period. It is expected that the ratio of graduates of secondary (general) schools to the number of 
first form entrants will rise from 65% in 2002 to 85%4 in 2015.” 
Monetary poverty is characterized by low incomes and an unsatisfactory level of consumption. As 
mentioned in the PRSP, “a reduction of inequality will depend mainly on the reduction of 
inequality in employment income resulting from the income policies of the Government, as well as 
a progressive increase in pensions and a significant improvement in targeted state benefits. By 
saying the income policy of the Government it is assumed the compliance of minimum salary to 
Poverty Food Line, as well as progressive increase in remuneration incomes of state employees 
and social workers. 5”  
Under this Government policy the average monthly wages of state employees were increased from 
July 1, 2003. This change resulted in an increase in average per capita monetary income of 36% 
compared with the same period of the previous year as the survey data reveal. 
In March 16, 2004 the RA Law N486 on the minimum consumer basket and minimum consumer 
budget was put into in effect. The Law is aimed at determining the minimum consumer basket and 
the minimum consumer budget, which will serve as a basis for assessing the living standards of 
the population. This indicator will later be used for state social policy development and 
implementation6 As yet, there is no officially approved minimum consumer basket in Armenia. 
The level of poverty is defined by using the actual expenditure of households. The NSS began to 
calculate the two indicators of absolute poverty in 1996, using the World Bank methodology and 
the results of the first household sample survey (a description of the methodology applied is 
presented in the Attachment 1).  
 
1.2. Monetary Poverty Estimation Indicators  
  
The estimation of monetary poverty is based on two indicators of absolute poverty: the Food Line 
and the Poverty Line.    
The aggregated indicator of consumption weighted by actual number of days that household 
members were present during the survey, serves as a basis for monetary poverty assessment.  The 
indicators of expenditures define the level of consumption. In general, expenditures are more 
reliable indicators than data on incomes, because the latter are often understated or hidden by the 
interviewees during interviews. However, the aggregated indicator of consumption has its 
shortcomings. For instance, some expenditures are irregular and could lead to the incorrect 
interpretation of average consumption, but these types of shortcomings are leveled out by the 
survey methodology, i.e., the survey covers all periods of the year.  
The aggregation of consumption data received from the surveys of 1996, 1999, 2001-2003 was 
carried out using the same method.  
The aggregated indicator of consumption included the following components:  

• Consumption of food, irrespective of the source from which it is received (through daily 
records in the diary), 

                                                 
4The relation of the number of graduates of secondary schools to the number of those accepted in 
the first class is currently approximately 100% and this level will be maintained in 2003-2015.  
5 Poverty Reduction Strategy Program, page 50 
6 RA Law No 486 on Minimum consumer basket and minimum consumer budget  
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• Consumption of food outside the home, 
• Expenditures on non-food products and services, including certain types of durable 

goods, as well as the value of non-food products and services received for free. 
Calculations of the level of poverty using the results of the previous surveys were based on 
average monthly per capita weighted consumption. To ensure the comparability of poverty 
indicators, the results of the 2003 survey were also analyzed on the basis of average monthly 
weighted per capita indicators. 
 
Poverty Food Line (Food Energy Intake method)7 
The Food and Agriculture Organization (FAO) recommends setting the minimum amount of 
kilocalories per capita per day at 2,100 in developing countries. Actual consumption of food equal 
to 2100 kilocalories per capita per day was recorded for the population concentrated in 3-7 deciles. 
To calculate the Poverty Food Line,  24 types of food items most frequently consumed by that 
group of the population were selected. These items were recalculated by re-weighting and the 
resulting actual food basket (net value) was accepted as the minimal food basket and its value 
terms were identified as “the poverty food line∗. The average republican prices of food products 
recorded in the diaries of the households surveyed were used to calculate the value of the minimal 
food basket.  
General Poverty Line1.  
To calculate the general Poverty Line the information on households, whose expenditures on 
food were equal to the value of the minimal food basket, was used. The coefficient of expenditure 
of households on goods and services was calculated on the basis of actual structure of 
expenditures of the households selected by the method above. The value of the actual minimal 
food basket was recalculated by the coefficient of expenditures on goods and services and was 
accepted as the actual consumption basket. Its value terms are identified as the general poverty 
line. The breakdown is as follows: 61.3% of the value of consumer basket is covered by the food 
basket and 38.7% by non-food products and services.  
According to these poverty indicators, the households surveyed were divided into three main 
groups:  

• Very poor or extremely poor - those households whose average monthly per capita 
expenditures (consumption aggregate) were below the Poverty Food Line.  

• Poor   - those households whose average monthly per capita expenditures were below the 
Poverty Line.  

• Not poor - those households whose average monthly per capita expenditures were above 
the Poverty Line. 

 
The results of the survey were first published in the National Report “The Social Snapshot and 
Poverty in the Republic of Armenia” (RA Ministry of Statistics, State Register and Analysis, 
Yerevan, 1999).  
Following the methodology described above, Table 1.1 presents the dynamics of the general 
poverty line (herein after refer as Poverty Line) and the Food Line according to the results of 
                                                 
7 The results of 1996 integrated sample survey of households serve as a basis for calculations of 
actual minimum food basket and general poverty line using the World Bank methodology. 
∗ The structure of the minimum food basket is presented in Table 5 of Attachment. 
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surveys implemented (the value expression of indicators recorded in 1996 are re-estimated  
according to price changes over the time using the survey data).  

Table 1.1. Value Terms of the Poverty Line and the Food Line According to the Results of 
Household Surveys (in drams) 

 

Year the survey was 
conducted Value term of the Poverty Line Including cost of the Food 

Line 
1996 10784 6612 
1999 11735 7194 
2001 12019 7368 
2002 12261 7516 
2003 12629 7742 

 
The chart below illustrates the Poverty Line and Food Line estimated on the basis of the same 
household surveys conducted by NSS.  
 

Exhibit1.1. Value Terms of the Poverty Line and the Food Line According to the Results of 
Household Surveys in Drams 
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