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LEXECUTIVE SUMMARY

The following Project is presented by a research groxjp, which has been composed
by second year MBA students (;f American University of Armenia (AUA). They propose
to help the Central Bank of Armenia (CBA) to solve one of the actual problems of CBA, |
Which is compiling the Balance of Payments of the Republic of Arménia and putting that

work on a regular basis at the CBA.

Problem

Because of recent economic and political changes, it became necessary to compile
a Balance of International Payments (further Balance of Payments or BOP). According to
the new law about Central Bank of Armenia (CBA) it has to be composed in CBA.

The balance of payments can be defined as a systematic statement of all economic
transactions between the country and the rest of the world. It forms an overall measure of

the flows of the goods, services, and capital between the country and the rest of the world.

Project objectives

To write the project about Balance of Payments is actual, because at present that
work 1s in design process.
The Project is important, because many financial organizations are delaying to give us a
credit, since the official statement about Armenian International transactions is absent.
Finally, the project itself is pertinent for nowadays situation. Every independent

country must have a statement reflecting its international position



Other objectives of Group C to write a project are:
1. To assist the authorities, especially CBA, to improve their balance of paymenfs
estimation procedures.
2. To prepare, to the extent feasible, the balan;:e of Payments of Armenia of 1992 and to
analyze it in detail. ‘
3. To prepare, to the extent feasible, estimates of Armenia's balance of payments for the
first quarter of 1993.
4. To increase the productivity of the appropriate CBA division by decreasing the training
costs.
5. To work out instructions for putting the work on a regular basis.
6. To describe the types of International transactions (exchanges, unrequited transfers,
monetization of gold, territorial changes and migration, etc).
7. To analyze the present International economic situation of Armenia based on compiled

Balance of Payments.

Findings

The Balance of International Payments, 1992: overall balance was -4.77 billion
rubles.

The Balance of International Payfnents, 1-st quarter of 1993: overall balance can
not be estimated yet, because data for capital accounts and part of current account is not
summarized by the enterprises.

The Goods Trade ‘Balance, 1-st quarter of 1993: overall balance with Former
Soviet Union (FSU) -3.399 Billion rubles, with the rest of the world $11.9 million.

Guidelines for Balance of payments department, costs and plan impiementation has

been worked out.
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The Main Récommendations

a. The Central Bank and State Department of Statistics (SDS) should take the
responsibility for collecting the primary data needed to compile the balance of payments.
b. Legislation should be enacted to give CBA and SDS the authority to collect the
appropriate statistical information.

c. A new enterprise survey to measure nonbank capital flows should be introduced as

soon as is possible.
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1. INTRODUCTION.

Because of recent well known drastic changes in our political and economical situation,
during the last year in the financial sector of Armcénia has been emerged a problem of
organization and composition of a new kind of financial document (for Armenia) which is t_he
balance of payments. By the new Law about the Central Bank of Armenia, the compositiq_niof |
the Balance 01} Payments is put on the CBA.

Until Armenia's independence all foreign financial transactions had been implemented
through Gosbank-Moscow. Consequently, the Balance of Payments has been compiled for all

former USSR by the Gosbank-Moscow.

1. Problem statement

One of the essential problems of Armenian financial sector is compilation of baia...
payments statistics. This important document will serve as a relevant mirror about Armenian
international financial position. International financial organizations will largely consider this
document while making estimates about Armenian financial sector and making their decisions
to give loans to our newly developing economy.

The balance of payments is a statistical statement, for a given time period,
systematically summarizing the economic transactions of an economy with the rest ofuthe
world. Every independent country is supposed to have such a statement about its imema‘tional
financial position. Armenia also will compile its balance of payments and present ‘it to
international financial organizations. It will serve as a mirror about Armenia's international .

status and will help international organizations to make decisions about lending credits to our

economy.

2. Project objectives



The main objectives of the project are: a) to prepare, to the extent feasible, estimates
of Armenia's balance of payments for 1992 and for the first quarter of 1993, b) to assist the
client organization and authorities to improve their balance of payments estimation procedures
in the short term, c) to review the institutional arrangements planned for the ongoing collection
of the balance of payments statistics, d) to provide some conceptual framework of balance of

payments methodology.

3. Project Scope and Constraints

At present there are only experimental efforts to compose the Balance of payments.
That is why the project about organization of the affair of constructing the mentioned statement
for CBA is actual. This is what really the client organization needed.

The following would seem to represent a fairly typical scope: a) extraction of the data
from collections of international trade statistics, capital flow figures. migration statistics, and
other official sources, b) compilation of balance of payments accounts, supplementary balance
of payments series, ¢) balance of payments data management, d) entering the data in balance
of payments accounts, e) debiting and crediting using double entry methodology, f) brief
analysis structure and different accounts e. g. goods, transportation. travel. income etc.

Some constraints for this project are connected with the absence of 1) data system, 2)
data collection system. It is the first time of compiling this kind of statement. There is a great
uncertainty in institutional responsibility for each set of data. Currently, no one ministry,
organization or enterprise is in charge for presenting balance of pavments data. Besides, there
is no appropriate data collection system for doing that. It will be created in the course of
regular compilation of the statement. 3) shortage of ume to collect sufficient volume of
information for compilation of balance of payments. 4) difficulties in collection of the

information from Customs Department.



4. Report structure

At first the report will focus on metﬁodology of balance of payments compilation. The
next step is about group's findings and recommendations. It includes a) brief description ‘Aand
analysis of the statement in general, b) current status of available information c) a strategy for
compiling Armenia's Balance of Payments, d) detailed proposals for the compilation of
Armenia's balance of payments in 1993. After the analysis the group's final conclusions will

follow.



IV. METHODOLOGY

In drder to realize the designed project the team has found out a set of methods based
on IMF methodology. The set of methods are the following: double-entry system, international

transactions reporting system, enterprise surveys, and interviews.

L. Double-entry system0

The basic convention applied in constructing a balance of payments statement is that
every transaction that is recorded is to be represented by two entries that have exactly equal
values. One entry of each of these pairs is designated as a credit with a positive arithmetic
sign, the other entry is a debit with a negative sign. In principle, the sum of all the credit
entries 1s identical to the sum of all the debit entries. and the net balance of all the entries in
the statement is zero. Under the conventions of the system, the economy records credit entries
a) for real resources denoting exports, and b) for financial items reflecting either a reduction in
the economy's foreign assets or an increase in its foreign liabilities. Conversely, the economy
records debit entries a) for real resources denoting imports and b) for financial items reflecting
eltner an ncrease in assets or a decrease in a liabilities. In other words for assets, weather real
or financial, a positive figure (credit) represents a decrease in holdings, while a negative figure
(debit) represents an increase. In contrast, for liabilities a positive figure shows an increase and
a negative a decrease. For example. an exporter receives foreign currency for goods. A credit -

entry is recorded for the export of goods while an offsetting debit entry is recorded for the

Pavments.

0 This passage is prepared bosed {F ¢ Compiling of the Balance of
p.21-25, Fifth edition. 1977 P Statisties Deparlmen




exporters increase in foreign currency bank balance. Set out in the traditional accbunting form

these entries would be recorded as:

Credit Debit
Goods 100 -—

Foreign turrency assets - 100

As in any accounting system double entry procedure will serve as a major principle
during the balance of payments compilation system. The results of this procedure is included

in statements of balance of payments, which is presented in "Findings" section.

2. International transactions reporting system1

2.1.Estimation of International transactions

The estimation of international transactions is based on the following four types of
forei‘gn exchanges transactions.

a. A bank client buys foreign exchange from a domestic bank to make a payment to a
nonresident. The observe is that a bank client sells foreign exchanges which has been received
as a payment from a nonresident, to a domestic bank.

b. A resident individual acquires foreign currency travelers checks from a domestic

bank to travel abroad. The observe is the bank buys foreign or domestic currency travelers

I This part is prepared based on “The Balance of Paymenls Methodologv™ p. 110-130. 1991,
IMF Institule. Washington. D.C.. 20431 U.S.A. ‘



, checks from a nonresident traveler, who is travelmg in the domestic economy

c. A resident bank undcrtakes a forelgn exchange transacuons w1t.h l[S conrespondcnt,
nonresident bank abroad. This transaction may be undertaken to exchange foreign exchange
assets denominated in one currency for those denominated in nnother, or to- acquire or sell
goods, services, other financial assets. |

d. A resident bank undertakes foreign exchange transaction with another resident oank.
This transaction may be undertaken to settle balances in various currencies or to sell (or _bny)
foreign exchange to (from) the central bank.

The report and estimation about these transactions mostly can be handled by CBA.

2.2 Principles for Valuation and.Time of Recording

A uniform basis of valuation for the international accounts (both real resources and
financial claims and liabilities) is a necessary principle for compiling any aggregate of
individual transactions.

A general principle governing the time of recording transactions is the time when
economic value is created, transformed, exchanged, transferred or extinguished. Claims and
liabilities are deemed to arise when there is a change in ownership, either a legal change or
physical (economic) change. In practice, when a change in ownership is not obvious, it may be

proximate by the time that parties to a transaction record it in their books or accounts.

3. Enterprise Survey

The result of enterprise survey has become a questionnaire which is presented in
Appendix 2. The questionnaire has been compiled on the Estonian experience?. The
enterprises of Armenia are supposed to fill that questionnaire properly. They will use the

methodology that will be presented below.

2 This quest

: e to the Letontan analog. because there are no principle
differences betwoe

= (ni(rprlxe SUrveys,

s twe rennblic



Reporting arrangements

The form should "be completed "in a respect of all the Armenian operations of the
enterprise whose name appears on the front of the form.
Use of estimates

Where exact amounts are not available careful estimates will suffice.

Residents andinonresidents3

A resident is an individual, enterprise, or other organization ordinarily domiciled in the'
country other than Armenia. Enterprises operating in another country, including countries of
the former Soviet Union, are examples of nonresidents. Branches and subsidiaries of Armenian
company that are located outside of Armenia are considered nonresidents. Persons who do not
normally live in Armenia are nonresidents. Residents include all enterprises operating in
Armenia, regardless of whether they are owned by Armenia or foreigners. Persons who
normally live in Armenia are also residents, regardless of their citizenship.

Positions denominated in foreign currencies

The form will be completed by reporting all positions in foreign currencies in terms of '
U.S. dollars. These amounts should not be converted to rubles. The amounts reported under
the rubles should only relate to those positions denominated in rubles. Where a position ‘is’*
denominated in a hard currency other than U.S. dollars, the market exchange rate .should be
used to convert into U.S. dollars.

Transactions in services

Services should be recorded when payment is due, rather than when payment is actually
made.

Interest expense

Interest income should be reported on an accrual bases.

o ; " i R " e s
9 The concepl of Residenls and Nonresidents.is laken from Governmental Decision # 287, M
13. 1992 about "Foreign currency transactions regulations in the Republic of Armenia”



Since the balance of payments is a new statistical statement for Armenia as well as
- Armenian enterprise survey forms will be completed - at the first time, some methods of form

compilation will be presented in the Findings section.

4. Interviews :

Different interviews has been held by team in the Ministry of Economy, Ministry of
Finance, Customs Department, Ministry of Transportation and Communication, SDS, and-
CBA. Team expresses its gratitude to Vasili Avetisian, Head of Foreign Relations Department,
and Tigran Terlemesian, Deputy of SDS.

The main part of interviews in the Ministry of Economy were held in Foreign Tra;de
Department. The issues were: the way, methods, valuation, and timing of interstate trade
recording. With CIS countries trade figures are recorded based on intergovernmental
agreements, with abroad trade figures are recorded based on customs declarations.

The main part of interviews in the Ministry of Finance were held in Foreign Relations
department. The issues were: the collection of information, financing of Balance of Payments
deficit, debiting and crediting the entries, the reduction of international reserves. The result of
the discussions about collection of information was the Table ( which was presented in the
Proposal) about the sources of information for each segment of information, such as trade
flows, capital flows, services, etc. The results of other issues that have been discussed have
taken part of the report's appropriate sections.

The interviews in the Customs Department aimed to investigate the following issues:
trade flows, foreign currency flows. The appropriate figures has been included in the presented
balances.

The issues connected with freight has been explored during the interviews in the
Ministry of Transportation and Communication.

The main part of interviews in SDS was held with the deputy chairman Tigran

Tehrlemezian. There were discussions about the double entrv system. valuation of entries,



o tlmlng and types of transactions These 1ssues are dlscussed m the approprlate sccttons The

g problem of unrequlted transfers were also studied durmg that 1nterv1ews

In the cllent orgamzanon the main part of mvestlganons were held which has glven the
Opportumty to constmct capxtal flow and ﬁnancmg part of Balance of Payments

After the actual process the team has strongly gamed much from the interviews, and
recognizes interviews as an unportant tool .of Balance of payments compilation and analysis, |
eSpecmlIy in the fist years _

The advises of vArnerican University. of Arr‘nenia (AUA) associate professors Allen
Greenwood and Michael Kouchakdjian were very helpful and essential for the team. Théy have
high level in terms of professional and pedagogical aspect. During the difficult periods they’
helped to overcome hardships and due to that the tough work of Balance of Payments
compilation has been fulfilled. The interviews were helpful and the team expresses its deep

gratitude.

9



V. FINDINGS

The group's findings are balance of payments statements for different terms. Moreover,
the typification and adjustment of IMF methodology for Armenia's needs, can be considered
also as findings. The questionnaire that has been created by the team? and will be used to
evaluate the financial position of Armenia's enterprises, can be very essentially in future. It
will be modified and more adjusted for Armenia's needs in coming years.

The group has given a large focus to current status of available information, since
the quality and identification of the sources are critical for statement compilation. The group
has compiled of Armenia's Balance of payments and worked out the significant entries for
Armenia's Balance of Payments compilation. The Armenia's Balance of Payments
compilation is rather tough work. So, the statement presented in this section does not and
could not involve every detail of practical job. The problems connected with Institutional
Responsibility of statement compilation also has been discussed in this section, since it is first
time that officially the statement will be compiled and presented to international organizations.
The 1dentification of institutional responsibility is subject to final solution. The design of a new

software package based on Lotus 123 is also a finding of this project.

I. Current Status of Available information

The first balance of payment statement for Armenia was constructed for 1992 by the

sreparalion of the questionnaire is done by using Estonian experience of compiling
of Pavments and advises of IMF specialists.
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