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Foreword 

The Health Care Systems in Transition (HiT) profiles are country-based documents that provide 
an analytical description of the health care system and of any reform programmes under 
development. HiTs form the basis of the information system on health care systems and reforms 
at the World Health Organization Regional Office for Europe (WHO/Europe). 
 
The aim of the HiT initiative is to provide relevant comparative information to support the 
development of health care systems and reforms in countries in the European Region of WHO. 
This initiative has four main objectives: 
 
• to learn about different approaches to financing, organization and delivery of health care 

services in the European Region of WHO;  
• to describe the process and content of health care reform programmes and to monitor their 

implementation; 
• to highlight common challenges and areas that require more in-depth analysis and which 

could benefit in particular from cooperation and exchange of experiences between 
countries; 

• to provide a tool for dissemination and exchange of information on health care systems and 
reform strategies between different countries in the WHO European Region. 

 
The HiT profiles are produced by country experts in collaboration with staff in WHO/Europe’s 
Health Systems Analysis programme. In order to maximize comparability between countries, a 
standard template and a questionnaire have been developed. These provide detailed guidelines 
and specific questions, definitions and examples to assist in the process of developing the HiT 
profile. Quantitative data on health services are based on the WHO/Europe health for all 
database, OECD health data and World Bank data. 
 
Compiling the HiT profiles poses a number of methodological problems. In many countries, there 
is relatively little information available on health care systems and the impact of health reforms. 
Most of the information in the HiTs is based on material submitted by individual experts in the 
respective countries. As a result, some statements and judgements may be coloured by personal 
interpretation. In addition, the wide diversity of systems in the WHO European Region means 
that there are inevitably large differences in understanding and terminology. As far as possible, 
these have been addressed by the development of a set of definitions, but some differences may 
remain. These caveats are not limited to the HiT profiles, however, but apply to most attempts 
to study health care systems. 
 
The HiT profiles are a source of descriptive, up-to-date and comparative information on health care 
systems, which should enable policy-makers to identify key experiences relevant to their own 
national situation. They constitute a comprehensive source of information which can form the 
basis for more in-depth comparative analysis of reforms. The current series of HiT profiles covers 
over half of the countries in the European Region. This is an ongoing initiative with plans to 
extend coverage to all countries in the Region, to update the material at regular intervals and to 
monitor reforms over the longer term. 
 
 

World Health Organization 
Regional Office for Europe 

Department of Health Policy and Services 
Health Systems Unit 
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Introduction and 
historical background 

Introductory overview 

Armenia is a small and mountainous country covering only 29 800 square kilometres and 
bordered by Georgia, Azerbaijan, Turkey and Iran. Population density is high and the country is 
highly urbanized with almost half the 3.5 million Armenians living in the capital Yerevan. Its 
recent history, both leading up to full independence in December 1991 and subsequently, has 
been problematic and has created considerable pressure on the health care system. A major 
earthquake in 1988; the conflict over the Nagorno Karabakh enclave and the subsequent 
blockade imposed by Azerbaijan; and terrorist attacks on energy supply lines have all 
contributed to the collapse of the industrial base and have destroyed infrastructure, creating, 
among other things, a housing crisis. 

Fig. 1. Map of Armenia
1
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At the height of the country’s problems the president and minister of health declared Armenia a 
disaster area. Although the most acute shortages of food, electricity, heat, transport and medical 
supplies have been alleviated, there continue to be concerns about nutrition standards and real 
difficulties in securing pharmaceuticals. While much of industry is no longer functioning the 
environment remains highly polluted, reflecting the historical concentration of industry in 
Armenia and this further jeopardizes health status. 
 

                                                      
1 The maps presented in this document do not imply the expression of any opinion whatsoever on the part of the Secretariat of the 

World Health Organization concerning the legal status of any country, territory, city or area or of its authorities or concerning the 

delimitations of its frontiers or boundaries. 
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There are large numbers of refugees with between 300 000–500 000 having made their way to 
Armenia from other former Soviet republics or the Nagorno Karabakh enclave. The population 
displaced by the war have not been able to return home and it appears that the refugee 
‘problem’ will be a long-term one. The population, always ethnically homogenous, is now 
almost exclusively Armenian following the migration of the Azeri, Muslim minority. 
 
Life expectancy, which in the early 1980s, was the highest of all the Soviet republics and equal 
to the European average has started to decline. Starting from 1996 some signs of life 
expectancy increment are noticeable in Armenia. In 1988 the average life expectancy was 62.3 
years (61.6 for men and 62.4 for women) and in 1995 it increased to 72.5 years (68.9 for men 
and 76.2 for women). 
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Historical background 

The Soviet domination of the health system was such that no traces of pre-soviet health care 
traditions were discernible at the time of independence. Rather the country inherited a highly 
centralized system organized in line with the Semashko model. The whole population was 
guaranteed free medical assistance regardless of social status and had access to a 
comprehensive range of secondary and tertiary interventions. Nevertheless the quality did not 
comply with Western standards, and unofficial gratuity payments were commonly expected 
especially for secondary and tertiary care. 
 
The country was divided into 37 administrative districts (rather than oblasts) each of which had 
a hospital and associated polyclinic providing ambulatory and primary care. Rural areas were 
provided with health posts and feldsher stations. Each individual was registered with a health 
institution according to their official place of residence and assigned to a named physician. 
While access to all levels of health care was guaranteed by the constitution there was no choice 
of physician as such and no right to register with a polyclinic other than the most local. 
 
The system was highly centralized with vertical management dominating. While local 
government was directly responsible for financing district health facilities all funding levels 
and mechanisms were determined by the state. District government acted as little more than a 
conduit for revenue. There were government norms governing facilities to be provided per head 
of population, the acquisition of technical equipment, the services to be offered, staffing levels 
and volume of work. Payment of both hospitals and physicians was agreed centrally and did not 
reflect the actual volume of activity, its effectiveness or quality. This approach discouraged 
individual initiative and prevented either medical staff or institutions from responding to health 
needs creatively. Furthermore it stifled management development and left both hospitals and 
local government bodies lacking in management capacity. 
 
The system at the end of the soviet era may also be characterized as one in which individuals in 
contact with the health care system were discouraged from taking personal responsibility. This 
applied equally to the population who, having been assured of free and unlimited health care, 
had little sense of responsibility for their health status and to the medical professions who had 
no incentive to control costs or deliver a quality service. The Armenian republic then, inherited 
a health service that was both demoralized and inflexible. Secondary medicine was prioritized 
at the expense of primary care and rural areas were disadvantaged relative to urban districts. 
There was over-staffing and an over-provision of hospital beds and no incentives in place to 
encourage the rationalisation of health care delivery. 
 
Immediately following independence Armenia faced devastating economic and socio-political 
problems which led to a decline in health status and put overwhelming strain on the health care 
system. Existing weaknesses were exacerbated by the conflict, the influx of refugees and the 
widespread shortages, underlining the shortcomings of the soviet model. This reinforced the 
political demands to reform the health system, which were rooted in a desire to replace the 
intense centralisation of the soviet era with more open and democratic structures. However, the 
most compelling pressure for health sector reform was the utter impossibility of sustaining 
existing health services in the new economic climate. Armenia was simply not in a position to 
continue to fund a cumbersome, expensive and inefficient system and was obliged to devise a 
radical reform programme. 
 
The reform process has taken some time to get under way, in large part because the country on 
independence faced such an extreme crisis as to preclude a structured approach to change. The 
Ministry of Health was subsumed by efforts to maintain essential provisions when drugs, fuel 
and transport were all but unobtainable. However, there was also a strong feeling within the 
Ministry that since the reform of the health sector would be radical, by necessity, it should be 
carefully formulated and evaluated. It was not until mid 1994 therefore, that the first health 
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reform legislation was introduced. This focused on medical education and was followed in 
1995 by laws on licensing of doctors and hospitals and a national action plan for nursing2. The 
Ministry of Health also adjusted payment mechanisms for hospitals introducing a case payment 
formula that reflected average length of stay and cost for each category of care. Although 
prospective budgets continued to be based on historical activity levels quarterly adjustments 
were made reflecting actual numbers of cases treated. The main thrust of the reforms however, 
was contained in two pieces of legislation – the Act on decentralisation of February 19953 and 
the reform package of January 1996. 
 
These two policy positions provide for a total reworking of the health care delivery system, 
fundamentally altering the nature of the Armenian health service. The population may now 
expect to pay for all their health care needs unless they fall into certain protected categories; 
hospital and polyclinic management are to be separated and to have autonomous status; 
payment of doctors will be on the basis of volume of work with guaranteed salaries 
disappearing altogether; and health institutions will be expected to generate income and meet 
their own costs. The Ministry of Health is to give up many of its planning powers and market 
forces will now determine which health facilities survive the expected reduction in services. 
The state is to retain a regulatory and monitoring role and will ensure that a minimum package 
of care is provided for the vulnerable. It will not, however, attempt to fully fund these core 
services but will pay for them at a rate estimated to fall below treatment costs. By obliging 
physicians and hospitals to treat the population covered at the prices fixed the government will 
effectively force providers to subsidize the cost of the basic package. 
 
The whole reform process is extremely recent with many of the changes listed only coming into 
effect between 1–5 January 1996. It is impossible, therefore, to evaluate their impact. 
Nonetheless, the reforms that are underway and the thinking behind them are detailed below. 

                                                      
2 This was followed by legislation on the education of nurses and midwives in February 1996. 
3 Allowed for the piloting of some of the reforms that were to be generalised in January 1996 



Organizational structure  
and management 

Organizational structure of the health care system 

Despite the radical nature of health sector reform in Armenia the core organizational structure of 
the system had undergone very little change. The National Parliament is responsible for lawmaking 
and development of legislature for the health sector.  The Ministry of Health oversees and is 
responsible for health services overall and for the reform process. Under the soviet system there 
were 37 administrative districts, each with its own elected council, hospital and polyclinic. 
Independence has seen the amalgamation of the various local units into 11 regions each with a 
director appointed by the president and a regional ‘government’ that funds core health services for 
the local population with health care coverage. All the hospitals and polyclinics of the previous 
system continue to function and are supported by health posts in rural areas. Where formerly 
hospitals had nominal accountability to the local administration and were ultimately answerable to 
the Ministry of Health, they now have self-financing autonomous status and are increasingly 
responsible for their own budgets and management. Local government however, continues to have 
a funding or purchasing role and to monitor the care provided while the Ministry of Health retains 
regulatory functions. The Ministry also maintains the network of San-Epi stations inherited from 
the soviet system, ensuring the collection of epidemiological data and a first-line response to 
environmental health challenges or outbreaks of infectious disease. 

Fig. 2. Organizational chart of health care system 
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Planning, regulation and management 

The Ministry of Health has undergone enormous change. Where previously it was large, 
cumbersome and bureaucratic, it has now been reduced in size and is expected to commission much 
of its research and other tasks to free-standing agencies. The Ministry of Health presents health 
policy for approval to parliament and is the key force in determining national health policy. It has 
also retained its role as the ultimate arbiter in terms of medical education, licensing, regulation and 
setting standards. However, the Ministry is increasingly divesting itself of its centralized powers 
and responsibilities as the reform process deepens. Its continuing functions include: 
 

• health policy development and implementation 
• the drafting of the publicly funded health system budget 
• health needs assessment 
• licensing and regulating physicians and hospitals 
• the licensing of pharmaceuticals 
• human resource planning 
• the central collection and analysis of epidemiological data4. 

 
The Ministry of Health has established a Department of reforms, programme implementation and 
monitoring, which focuses specifically on change. Since 1997 Department of health policy and 
development programme was established, which  is headed by a vice-minister and in addition to 
developing health policy and strategy plays a key role in the co-ordination of health programs and  
lobbying for new legislation. It works closely with the National Institute of Health which now 
drafts both policy statements and legislation.  The National Institute of Health was established 
recently, by merging preceding structure of the number of research and continuing education 
institutes.  Work of this nature would previously have been carried out within the Ministry itself 
only. 
 
The Ministry of Health also works with the Ministry of Education on medical education and is 
currently engaged in the reduction of numbers of students entering medical education. 
 
In addition the Ministry of Health continues to be the third-party payer in certain well defined 
circumstances. It funds core republican services and pays for the treatment of the population with 
national health care coverage in republican hospitals or institutions. 

Other ministries and institutions 

The Ministry of Health collaborates with a number of other ministries in order to realize its 
objectives: 

 
• The Ministry of Finance plays a critical role in the verification and adoption of health sector 

budgets. It is also responsible for the collection and disbursement of tax revenue, processing 
both Ministry of Health and regional government funds. 

 
• The Ministry of Education shares responsibility for undergraduate medical and nursing 

education. 
 
• The Ministry of Social Affairs is charged with the protection of the most vulnerable in 

Armenian society and, in conjunction with the Ministry of Health seeks to provide additional 
care for the elderly, refugees, war veterans, the handicapped etc. However, resource 
constraints severely restrict the Ministry of Social Affair’s capacity to fulfil its mission and 

                                                      
4 Drawing on the work of the San-Epi network. 



much of the burden of social care has fallen on traditional family networks or on the health 
service. A scheme has now been introduced to alleviate the burden on the health system 
constituted by the vulnerable whereby the Ministry of Social Affairs purchases additional 
bed days for the care of the most socially disadvantaged. 

 
• Until 1998, the MoH was responsible for defining what benefits the population should receive 

from the state health budget, and was also responsible for the distribution of the funds. Starting 
from 1999, the State Health Agency (SHA) became responsible for the distribution of the state 
funds to the health facilities.  The package to be provided by the health services to the 
population is under continuous revision. 

 
Other government ministries responsible for housing, employment and environmental protection 
also formulate policy that impacts on health status and will consult with the Ministry of Health 
where appropriate. 
 
There are also parallel health networks that belong to other ministries and are funded from their 
budgets, e.g. the Ministry of Defence and the Ministry of Internal Affairs.  These date from the 
soviet period and operate a limited range of primary care facilities and a small number of hospitals. 
They are, in many ways, anachronistic and tend to duplicate mainstream provision. It is hoped that 
these institutions will adopt the reforms taking place in the rest of the health sector. However, they 
are under no obligation to conform with new guidelines since they report to their respective funders 
and are completely independent of the Ministry of Health. 

Regional/local government 

The 37 district administrations of the soviet era were responsible for passing funds to local health 
facilities. They did not, however, play a particularly meaningful role in tailoring health sector 
provision to local needs since planning and resource allocation decisions were taken centrally. 
Following the restructuring of Armenian local government, there are now 11 regional governments 
and these have taken over district responsibilities for health care. 
 
Perhaps the most important role retained by regional governments is as the third-party payer for 
health care. Traditionally district administrations passed an agreed funding allocation to hospitals 
in accordance with national norms. The beginnings of the reform process saw a shift to quasi-
contracts and a case payment approach. Prospective budgets were set in line with historical activity 
levels and adjusted retrospectively to reflect the actual volume of cases treated. From March 1996 
however, universal coverage of the population has been abandoned. Regional government is no 
longer responsible for financing health care for the entire local population, but will rather, target 
resources at those categories of care or those parts of the population deemed to be of high priority. 
Funding will be restricted to emergency cover, treatment of infectious diseases and care of special- 
need groups (children, pregnant women, diabetics, etc.). The case payment approach is to continue 
but prospective budgets will now be calculated according to the expected levels of qualifying 
activity only. This reduces the role of regional government as third-party payer although it 
continues to play an important role as the guarantor of a minimum package of services. 
 
Regional governments have little input into planning or regulatory activities nor do they contribute 
significantly to the management of the network of San-Epi stations5 since the Ministry of Health 
continues to carry out core central functions and to fund the collection of epidemiological data. 
There is still a degree of accountability of health institutions to local government in that they must 
report on funded activity, but hospitals and polyclinics are increasingly autonomous. While, in the 
long term, it is hoped that regional administrations may focus more attention on health and adopt 
policies that promote health status the thrust of the reforms is to strengthen the independence of 
hospitals and allow market mechanisms free reign. It is unlikely, therefore, that regional 
governments will become more involved in planning or delivering health services. 

                                                      
5 There are still 37 district stations in addition to the Republican centre, a legacy of the previous system. 



Hospitals 

Whereas hospitals and polyclinics used to be state owned and do no more than provide health 
services they are now autonomous, self-financing enterprises with considerable decision-making 
powers. As of this year health care institutions will set prices6, determine staffing levels and 
negotiate contracts with staff. Each institution will be responsible for covering its own costs and for 
attracting a sufficient volume of work to secure its financial future. The Ministry of Health will 
continue to set standards and through an extension of the licensing system will attempt to influence 
the nature of services offered, but nonetheless, hospitals and polyclinics are set to play an 
increasingly significant role in the organization and management of health services. 

Insurance organizations and enterprises 

There is no effective health insurance scheme currently in operation in Armenia although it is 
expected that a voluntary insurance system will develop. Legislation has been passed paving the 
way for voluntary schemes and the possibility of funds based on payroll deductions and employee 
and employer contributions have been investigated. Details of the nature of cover to be offered, 
contribution rates and risk-adjustment have yet to be considered. 
 
The March 1998 legislation providing for voluntary insurance also set out a framework for 
contracting between enterprises and hospitals. In the soviet era large enterprises typically ‘hosted’ 
on-site polyclinics and financed the care provided, however, with the county’s economic collapse 
these have been closed down and enterprises no longer contribute to the health care costs of their 
employees. The new legislation envisages the establishment of direct contracts between enterprises 
and hospitals for the provision of a basic package of health care for all workers. As yet, no such 
contacts have been agreed. 
 
The precise role of these ‘new’ third-party payers in priority setting, regulation, etc. remains 
unclear, but the autonomous status of hospitals and polyclinics gives them the authority to 
negotiate and enter into contracts7 on whatever terms are agreeable. While there is clearly 
enormous potential for both insurance fund and enterprise purchasing of health care the economic 
difficulties facing employers make rapid progress unlikely.  
 
Department of health policy and development program of MoH is working on the medical 
insurance law, based on which implementation of the compulsory insurance program is possible 
and the long term vision may be a system of comprehensive compulsory health insurance whereby 
70% of the population is covered. It is estimated that the development of such a comprehensive 
system may take at least 10 years. A less comprehensive mix of voluntary and compulsory 
insurance systems may be achieved in an earlier stage. A comprehensive compulsory insurance 
system is only feasible if the following pre-conditions are met:  
• That the annual per capita GDP has increased from the current $500 to approximately $4000. 
• That the informal payment practices in the health sector have reduced significantly.  
• That the general workforce receives mainly formal salaries, instead of the current system of low 

formal salaries and high informal payments. 
• That the tax system has improved, and in particular the compliance with the payment of income 

tax.  
 

Private sector 

There was no tradition of private medicine in soviet Armenia and the private sector, with a few 
notable exceptions has been slow to develop. The legislation of January 1996 allowed for private 
practice by licensed physicians but no (with some exceptions) private consultancies have yet 

                                                      
6 Within constraints set by the Ministry of Health. 
7 Either with insurance funds or directly with employers. 



emerged, although physicians do traditionally offer advice and care to a network of informal 
contacts and may receive small gratuities in recognition of their services. 
 
A private diagnostic centre has been set up in Yerevan as a joint-stock company. While it is 80% 
privately owned the government has retained a minority interest. The bulk of its equipment was 
taken over from the state, (hence the 20% government shareholding), although some has been 
acquired subsequently through contacts abroad. The centre itself financed the construction of new 
premises in 1995. Most of its work is carried out privately although the state has rights to use 20% 
of its capacity free-of-charge. The Ministry of Health agrees with the centre the number and mix of 
investigations that will be undertaken for the public sector and allocates these between regions in 
accordance with population levels to ensure that there is equity of access to these highly specialized 
services. 
 
The other key area affected by privatisation is drug retailing. All pharmacies have now been 
privatized and, although subject to strict monitoring and regulation by the Ministry of Health, they 
now operate as private for-profit enterprises. Dentistry is the next area that is to be privatized with 
the ten independent dental polyclinics in Yerevan due to move into the private sector during 1996. 
The dental ‘offices’ attached to standard polyclinics will remain in the public sector in the short 
term although they are now part of self-financing autonomous enterprises and will charge for most 
of their services8.  School dental services were cut in tremendously and completely paralysed over 
the last eight years.  There is virtually no school dental service (preventive or curative). 
 
There are also five private medical schools and ten private nursing colleges9 which were set up on 
independence although they are not recognized by the Ministry of Health and their students are not 
entitled to sit state medical exams. The first privately trained doctors are due to graduate in the near 
future but will not (under existing plans) be licensed to practice. 

Professional groups 

The professional groups and trade unions of the soviet era were discredited and are now largely 
defunct. A new physicians association was set up in 1992 and a new nurses association has been 
founded but they have failed to have a significant impact either on health policy or professional 
matters.  
Armenian Public Health Union (APHU) is a new established organisation (1997 August), which 
has strong  and unique potential capacity in terms of  proficiency and experience in Public 
Administration area. It consists of 22 members: three have Ph.D., 14 are medical doctors, 14 have 
master degree in public health (MPH). The Armenian Public Health Union is a national, 
independent, not-for-profit, voluntary association representing public health in Armenia with links 
to the international public health community. APHU’s Mission is to constitute a special national 
resource in Armenia that advocates for the improvement and maintenance of personal and 
community health according to the public health principles of disease prevention, health promotion 
and protection and healthy public policy. Areas of Interest are disease surveillance and control, 
disease prevention and health promotion, human and ecosystem health, equity and social justice, 
administration and management of health services:  
 
Smaller organizations of general and paediatric surgeons have also been established which hope to 
have more input into standard setting and the dissemination of scientific information. Doctors and 
nurses now negotiate individual contracts with their employers (normally the hospital or polyclinic 
director) and there is no evidence that professional groups or trade unions are going to mobilize to 
protect individual members. 

Voluntary organizations 

                                                      
8 Almost all dental care is excluded from the minimum basic package underwritten by the state. 
9 Compared with the one state medical school and seven official nursing colleges. 



There were no voluntary organizations as such under the previous system and the extreme 
economic and social hardships of recent years have militated against the organization of the 
population into either charitable organizations or pressure groups. 
 
There are however, a range of international non-governmental organizations (NGOs) working in 
Armenia to deliver humanitarian assistance and implementing health programs. Those 
organizations are: 
 

GOULBEKIAN FUND donated for creating chemical laboratory on analysing drugs at the 
hospital of the National Institute of Health.  

UNHRC: The main activities of this organisation involve distribution of medicines to rural areas.  

Save the Children: this organisation  implemented project aimed at reconstructing of rural 
ambulatories. 

AGBU-(Armenian General Benevolent Union): Plastic and Reconstructive Surgery Centre (PRSC) 
was opened in Yerevan. 

UNICEF: Primary Health Care /Maternal and Child Health(PHC/MCH), Control of Diarrhoea 
Diseases (CDD), Acute Respiratory Infections (ARI), Immunisation, Nutrition and  Breast-feeding. 

UMCOR-UNITED METHODIST COMMITTEE ON RELIEF: 

USID/SCF Funded Pharmaceutical Distribution Program 

International Federation of Red Cross and Red Crescent Societies 
 
Post-Earthquake Rehabilitation and Construction. 
Medical Programmes 
Training Programmes 
 
The Armenian Red Cross 
German Red Cross 
 
MEDECINS SANS FRONTIERS (MSF)/French: MSF has started in August 1995 a program for 
prevention and treatment of STD’s, now they implement many medical programs. 
 
MSF/ Belgium: is working in Armenia since 1988. Their first intervention was aid for the victims 
of earthquake, now they implement many medical programs. 

AZNAVOUR POUR L’ ARMENIE  sponsored opening of Erebouni Hospital Orthopedic 
Department, to the Prosthesis Center in Marash., Prezent activities: Medical distribution of baby 
food, whole milk, and infant formula. Rehabilitation of baby food factory.  

FAR (Fund for Armenian Relief) sponsored educational training programs for health care 
providers and health managers, the National Medical Library and Information Network, provides 
equipment and medical supplies, 

Medical Outreach, UMAF/Marsel, UMAF/Paris , UMAF/Lion, Equilibre, World Rehabilitation 
Fund.  

WHO (WORLD HEALTH ORGANISATION )-As a result of the collaborative agreement being 
signed between WHO and Armenia, the WHO Liaison Office was established in Yerevan in 
August 1994. The co-operative Medium Programme for the 1994-1995 biennium covered the 
following areas: 



1. Country specific collaboration 

Assistance to the development of HFA policy, prevention and control of infectious diseases, 
including vaccine preventable disease within EPI( Expanded Programme on Immunisation) 
framework. control of TB and prevention of diarrhoeal diseases, advice and guidance on promotion 
of breastfeeding 

2. Projects with other Member States of the Region 

Women and Health, substance abuse, amputation and prosthetic fittings, women and children’s 
health 

Current WHO programs are: 

• Support to health care reforms with special emphasis on restructuring of health care services 
and policy development in the field of primary health care, 

• Prevention and control of communicable diseases, 

• MCH including perinatal care, reproductive health and nutrition, 

• Rehabilitation of patients with amputations and spinal injuries, 

• Environment and health (strengthening of services, monitoring of environment and health 
status of the population), 

• Mental health (policy development, education, and rehabilitation, 

• Control of diarrhoeal diseases including cholera (training, etc.), 

• Substance abuse, 

• Oral health, 

• Prevention of malaria, 
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 Planning, regulation and management 
 
The Ministry of Health prior to independence was responsible for almost all health services 
planning and regulation and set all management norms. The most recent reforms, while they 
have still to take their full effect, are set to change all established practice. Many of the areas 
that were previously subject to central control will, in future, be decided by market forces as 
hospitals become self-financing. The Ministry of Health will still have a key role, in that; it is 
responsible for formulating reforms and overseeing their implementation; will continue to 
monitor health status, standards of care etc.; and is the only body able to license medical 
practitioners and health care institutions. Nonetheless, the new approach to the supervision of 
health services represents a radical departure from the past. 
 
• The Armenian health system in the soviet era, was organized according to an integrated 

model with all health service institutions being directly owned or employed by the state. It is 
now made up of a network of independent, self-financing (or mixed financing) health care 
providers carrying out a mixture of statutory services and essentially private work. This new 
approach does not entirely follow the contract model in that third-party payers (the Ministry 
of Health or regional governments) do not negotiate detailed contracts with hospitals or 
polyclinics, but there is a separation of purchaser and provider functions.  Providers are 
legally obliged to treat all patients covered by the state’s basic package and third-party 
payers fund such care through prospective case payments with adjustments made quarterly 
to ensure payments correspond to the volume of activity carried out. There is no local 
negotiation over price, rather the Ministry of Health sets a single tariff for all outpatient 
visits and decides prices for all inpatient care using a fixed price per bed day, average length 
of stay per case type and a coefficient to weight prices according to treatment costs for each 
of the 4310 recognized categories of case. All treatment not covered by the state is paid for 
out-of-pocket with prices set ad hoc independently by each hospital or polyclinic. According 
to the State Order 174 government is responsible for the provision of health services that 
covers the majority of the population. The main revenue of the health facilities is through 
informal payments.  The Ministry of Health is in a continuous process of developing a 
“realistic package” in line with the available budget, and in line with realistic prices for the 
services provided by the health facilities. In 1999 the Ministry of Health plans to increase 
user fees on ambulatory services, emergency services.  

 

Planning 

The Board of the Ministry of Health consists of the heads of all Ministry Departments (vice 
ministers) and representatives of the National Institute of Health and reviews all plans for 
health services. It is the de facto national planning agency for health. There is no equivalent at a 
regional level. The Board and the Ministry of Health’s approach to planning is predicated on 
the belief that the Armenian health system is overstaffed and over-provided with health care 
facilities and that the most effective mean of adjusting capacity is to allow market forces to 
determine which hospitals or primary care facilities will remain open. The Ministry of Health 
has therefore, revised funding mechanisms so that health care institutions must become self-
financing (or mixed financing with the informal payments of patients).  
 
While the population no longer entitled to free health care must pay for all treatment out-of-
pocket, at prices set by the provider, all hospitals and polyclinics are obliged by law to continue 
to treat those parts of the population covered by the state’s basic health care package. Since the 
third-party payments for these services are set at levels estimated to fall below treatment costs, 
health care institutions must therefore, generate a surplus on treatment paid for out-of-pocket in 
order to cover their expenses and meet salary and other bills. 
 

                                                      
10 Categories of care for case payment purposes are extremely broad  i.e. internal medicine, thoracic-surgery, physiotherapy, and 

cover a comprehensive range of services 
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The Ministry of Health expects approximately 50% of health care institutions to go bankrupt in 
the face of these demands and will allow them to close down. It intends the market to determine 
which hospitals and polyclinics survive. There are no plans to manage the market to ensure that 
there is a even geographical spread of health care providers but the Minister of Health has 
reserved the right to intervene in exceptional circumstances. The Ministry of Health has also 
abandoned the planning of capital investment and the acquisition of equipment opting to pass 
these responsibilities to provider units.11 The decision to abdicate responsibility for this 
dimension of planning reflects both a belief in the rationality of the market and the political 
difficulties associated with trying to achieve hospital closures in a pre-election environment. 
 
This reliance on the rationality of the market is echoed in other areas of health policy. The 
Ministry of Health is clear that in terms of health care priorities it wants to see a shift from 
secondary and inpatient care to primary, preventive and ambulatory care and it expects the 
market to play a significant role in achieving these ends. 
 
The separation of the management of polyclinics and hospitals has removed perverse incentives 
for hospital directors to encourage high admission levels. Third-party payments for inpatient 
care of the covered population have been set below costs thus discouraging unnecessary and 
prolonged hospitalisation. Further, where an admission is necessary payment is by average 
length of stay per case with hospitals retaining any savings made by a reduction in bed days 
used. This creates an incentive for hospitals to enhance efficiency and minimize length of stay 
which will in turn lower the national norms used to determine case payments in future years. 
The pricing structure also encourages the return of patients to the primary sector for follow-up 
care. While third-party payments for ambulatory visits are also set below market levels, the 
discrepancy between payment and cost is less than for inpatients care. The new payment 
structure should create incentives for primary care physicians to prioritize preventive rather 
than curative medicine thus furthering Ministry of Health policy objectives. 
 
The population that will now have to pay for treatment can also be expected to take 
economically rational decisions that reflect the Ministry’s underlying agenda. They should 
choose to buy care in the more cost-effective primary setting and, in the long-term, opt to 
purchase preventive services. A reduction in average length of stay is also expected since 
patients funding their own treatment will be paying a per diem fee for hotel services. Market 
mechanism should therefore favour primary and preventive medicine although it is too early to 
judge whether these measures will achieve the desired outcomes. 
  
While the Ministry has chosen to leave much to be decided by market forces it is also 
considering the active use of the licensing process to ensure rationally determined priorities 
govern health care provision. Current licensing procedures focus on ascertaining that medical 
practitioners and health institutions are fit to offer a service. The Ministry wishes to extend the 
scope of this process to determine whether the service offered is appropriate given the care 
setting and the population’s health needs. Current proposals envisage a system in which 
practitioners and provider units will be licensed to carry out only those procedures which are 
deemed appropriate in the given context. This will allow the Ministry to effectively define the 
boundaries between primary, secondary and tertiary care and to restrict expensive, high 
technology procedures to particular settings. These de facto planning powers will enable the 
Ministry of Health to prevent any drift from primary to secondary medicine.  
 
This reintroduction of central management contrasts with the planning of human resources in 
which the Ministry is openly involved. While the Ministry of Health will not be taking steps to 
reduce existing staffing levels, preferring to leave this to provider units who directly employ 
their own staff, they are taking a proactive role in controlling the production of doctors. They 
have refused to recognize private medical training and reduced the places available at the state 
medical school. Cuts in places at nursing colleges are also underway. 

                                                      
11 There are ‘renovations’ budgets at both republican and regional level but the funds held are insignificant.   
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Regulation 

As the Ministry of Health has chosen to withdraw from the planning arena it has come to rely 
more heavily on its role as a regulator. Regulatory functions are almost all carried out centrally 
by the Ministry of Health with regions playing a minimal role in verifying provider activity 
levels as part of their role as third-party payers. The following areas are covered by regulation; 
 
• pharmaceuticals – the Ministry of Health together with the Food and Drug Authority 

monitor quality and the Ministry of Health regulates prices limiting the profit levels of 
private pharmacists.  However, the prescription drugs are still not controlled and are widely 
sold without a doctor’s prescription. 

 
• medical education and training – under-graduate medical and nursing schools must meet 

standards determined by the Ministries of Health and of Education and student numbers are 
regulated by the Ministry of Health’s Human Resource Department. Post-graduate training 
is governed directly by the Ministry of Health which has introduced legislation governing 
the specialisation process and introduced residencies in non-surgical specialities. It also 
insists that qualified staff undergo continuing education as part of the re-licensing process. 

 
• equipment – while the Ministry of Health has increased provider autonomy allowing all 

health institutes to purchase equipment independently it is to license the use of all high 
technology to ensure standards are maintained and ultimately to contain the growth of 
secondary and tertiary medicine. 

 
• staff remuneration – the Ministry of Health has dismantled the mechanisms that controlled 

staff remuneration and is to leave decisions on the payment of staff to the provider units that 
employ them. 

 
• prices of medical services and hospital profits – the Ministry of Health sets the prices of 

all components of the basic package of care centrally. It defines the price of an outpatient 
visit and determines case payments using average length of stay per case type and a 
weighting coefficient reflecting the costs of different categories of care. It allows provider 
units to determine the price of treatment to be paid for out-of-pocket but limits hospital and 
polyclinic profits as a percentage of costs. 

 
• health care providers – the Ministry of health is the sole body responsible for the 

licensing of physicians and hospitals. It has a professional board responsible for assessing 
the professional suitability of all practising doctors (who are licensed for a period of five 
years only) and separate mechanisms for instituting checks of hospital conditions, safety, 
equipment etc. The Ministry of Health plans to extent the functions of the licensing process 
to control the boundaries between primary, secondary and tertiary medicine and so 
encourage a shift to ambulatory, primary and preventive care. 

Management 

Management responsibility for primary, secondary and tertiary services has been passed to 
provider units themselves. There are no national, regional or local powers to plan the provision 
of health care facilities although the San-Epi, public health network continues to be supervised 
by the Ministry of Health. 
 
Third-party payers (Ministry of Health, State Health Agency, Regions),  have little management 
input although they effectively ‘contract’ with hospitals and polyclinics12 to provide care for the 
population covered by the basic package. There management role is limited because prices are 
set by the Ministry of Health and they are obliged to finance all care required by covered 
groups. There are no examples of third-party payers negotiating special rates with provider 
units and they have no rights to limit the amount of care they are prepared to purchase. 

                                                      
12 Basing prospective budgets on historical activity levels. 
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However, the Ministry of Health devotes considerable efforts to calculating resource 
allocations in order to ensure that prospective budgets match likely levels of activity and that 
regional governments will not be called upon to finance treatment in excess of the funds 
allowed. Third-party payers do have management responsibility for reviewing prospective 
budgets and adjusting them to reflect actual activity levels. 
 
To date there has been almost no citizen participation in the planning or management of health 
services. However, the fact that the Ministry of Health has chosen to use market mechanisms to 
force the closure of surplus provider units reflects the fact that public opinion, which would 
oppose the reduction of services, is perceived as a powerful political force and has a tacit 
influence on health policy decisions. However, the Armenian public is not strongly involved in 
this and is weak to judge quality. 

Decentralization of the health care system 

The health sector reforms have led to a marked decentralisation of health system authority 
although the Ministry of Health retains significant powers and plays a crucial part in pushing 
the reforms forward. There are elements of devolution, delegation and privatisation within the 
decentralisation process all of which are contributing to a new flexibility within the health 
sector. 
 
Regional government acts as the third-party payer for much of the health care which falls 
within the basic package. Responsibility for agreeing ‘contracts’ with local providers, for 
monitoring quality and for adjusting prospective budgets has been passed to local authorities 
who have a degree of independence from central government with respect to their functions. 
Nonetheless, the Ministry of Health continues to set prices and define the rights of the 
population with coverage. It is possible however, that in the long term regional governments 
may chose to purchase additional care for the local population and will negotiate more stringent 
contracts with providers. 
 
Provider units have been the main beneficiaries of decentralisation to date. Hospitals and 
polyclinic directors can now set prices for services to be paid for out-of-pocket, decide on 
staffing mix and set terms and conditions of service, retain any profits generated and invest 
surplus income as they see fit. They contract with both local and central government to provide 
the care included in the basic package although they have no autonomy in deciding on the price 
or volume of services concerned. They also have the right to negotiate and sign contracts with 
insurance funds or enterprises wishing to purchase health care, although this has yet to happen 
in practice. 
 
All pharmacies have now been privatised and dental polyclinics have moved to the private 
sector in 1996. In addition, legislation has paved the way for physicians to set themselves up in 
private practice. 
 
The Ministry of Health is committed to the continued decentralisation of the health system. It 
anticipates that enterprises, as they recover economically, will increasingly purchase health care 
and that voluntary insurance schemes will emerge. This implies a rise in the level of contracting 
and a dissemination of decision making and priority setting. It also envisages regional 
government taking a more active role in purchasing and setting local policy. However, in the 
short term attempts at decentralisation are hampered by the economic climate which precludes 
the development of purchasing by non-governmental bodies and by the lack of management and 
financial skills at regional level. 
 
The severity of the crisis facing the Armenian health system has also undermined attempts to 
devolve power, obliging the Ministry of Health to take a directive approach to the 
implementation of change. This dichotomy is illustrated by the fact that as the Ministry of 
Health is encouraging individuals to chose what health care they wish to purchase, it is 
simultaneously extending the licensing system to restrict the choices available to the consumer. 
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This reflects the Ministry’s desire to decentralize and the absolute importance it attaches to 
moving resources from secondary to primary care. Given the current situation in Armenia and 
the difficulties of transforming a monolithic health system in crisis, it is perhaps inevitable that 
the Ministry should take a proactive approach and be heavily involved in the reform process. 
As the economy stabilizes however, and the reforms are bedded down, the Ministry of Health 
will be able to withdraw further from the management of the health system and consolidate 
steps taken towards decentralisation.  
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Health care finance and expenditure 

Main system of finance and coverage 

The Armenian health system has undergone a radical transformation in its system of finance as 
of March 1996. The system during the soviet era, and from independence until early 1996 was 
compulsory and tax-based with funding for health care being drawn from general taxation. All 
health care was free at the point of use although under-the-table payments were a common 
feature. However, from independence governmental income fell sharply while the costs of 
health care mounted. The proportion of the state budget devoted to health services grew to 
some 9.6% in 1995 and still proved insufficient to meet health care needs. This situation was 
held to be untenable and as a consequence of Armenia’s severe economic problems, and in 
particular the extreme difficulties experienced in collecting tax revenue, a predominantly 
private out-of-pocket system has been introduced. 
 
The framework of the historical system had been retained in the attempt to fund a basic package 
of health care for vulnerable risk groups and other priority recipients of assistance. General tax 
revenues are collected and the income is divided to the Ministry of Health and, on a per capita 
basis, between the 11 regional governments. Some adjustment is made for the relative levels of 
disadvantage in each of the regions. 
 
The Ministry of Health retains responsibilities for the main, republican hospital and other 
republican centres of excellence and for certain republic-wide services like immunisation 
programmes, screenings and AIDS initiatives. It funds care of priority groups in the tertiary 
setting and the republican programmes carried out at a regional level. Regional governments 
pay for the treatment of priority cases in the primary or secondary setting within their territorial 
limits. There is no mechanism in place to allow either the Ministry of Health or any regional 
government to charge another region for care provided to its residents.  
 
Coverage is now limited to 12 priority areas which include all residents suffering from 
infectious diseases or in the case of emergency plus: 
 

• all children under the age of 18 
• all pregnant women 
• the families of soldiers killed in action 
• those suffering from sexually transmitted diseases 
• the psychiatricaly ill 
• diabetics 
• patients with tuberculosis 
• patients with particular cancers. 

 
• Coverage in certain instances then, extends to 100% (infectious diseases and emergencies), 

but the majority of the adult population are no longer covered under ordinary circumstances. 
Everyone, except members of the special groups defined as vulnerable by the Ministry of 
Health, must pay in full for all other medical care. This is Basic Benefit Package (BBP) for 
1998, now the package the Ministry of Health is in a continuous process of developing a 
“realistic package” in line with the available budget, and in line with realistic prices for the 
services provided by the health facilities, because evaluation of the implemented BBP for  
1998 shows that the symbolic prices calculated for the health services increase informal 
payment. For the development of BBP for 1999 one of the main issues is identification of 
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the poverty population/families, because the present approach based on the social vulnerable 
groups is wrong and it is true that the person could be in the social vulnerable group, but 
he/she could be able to pay. This issue has not been solved yet by the Ministry of Social 
Welfare, because of difficulties of mechanisms. 

 
As yet there is no effective insurance system in operation in Armenia either statutory or 
voluntary. There are some private companies which provide voluntary insurance health 
programs. For the improvement of health financing system, for implementation of insurance 
there are some conditions, which should be taken into account. Those conditions are:  
 
• The health services should be equitable and fair.  
This implies that the vulnerable have access to the health services. For this purpose public 

funds should be utilized. The vulnerable should also have a good understanding about his or 
her rights to the services the state will provide free-of-charge. Such a targeted system will 
only be efficient if not more than 20% of the population are poor. At the same time the 
relatively wealthy should have access through private financing to a package of health 
services that motivates them to pay a premium. 

• The health system should be efficient. Efficiency gains are expected through improving the 
management of health facilities, by more decentralised and autonomous health facilities, by 
making use of the comparative advantages of the private sector, and by making a more 
efficient use of state funds to support the poor, public health programmes and primary level 
health services. Hospitals should mainly become self-financed.  

• The aims and objectives of the government-financed health services should be realistic. 
Government funded programmes should be either be adequately financed, or not financed at 
all by the state.   

• Society promotes the principle that each citizen has the individual responsibility for his or 
her health. The state remains responsible for a group not larger than 20% who cannot afford 
to pay for their health services. Relatively wealthy citizens should not benefit from the state, 
except for those services that are beneficial for the community at large such as 
immunizations, infectious diseases, and health promotion programmes. 

• Each citizen should have freedom of choice to select a health provider. This goal is to a 
large extent already achieved in Armenia.  

Vision for a long-term compulsory health insurance system 

A comprehensive compulsory insurance system is only feasible if the following pre-conditions 
are met:  
 
• That the annual per capita GDP has increased from the current $500 to approximately 

$4000. 
• That the informal payment practices in the health sector have reduced significantly.  
• That the general workforce receives mainly formal salaries, instead of the current system of 

low formal salaries and high informal payments. 
• That the tax system has improved, and in particular the compliance with the payment of 

income tax.  
 
The reason for the above pre-conditions is that compulsory health insurance systems are linked 
to the income of employees. A salary should be above $200 per month so that a realistic health 
insurance premium can be collected. A realistic monthly premium may be estimated in Armenia 
at $5-10.  
 
Such a compulsory health insurance would have the following characteristics: 
 
• All employees in formal employment through the government, councils, state companies, 

etc, who receive realistic salaries will pay a percentage of their income into a compulsory 
insurance fund. They, and their families will receive a package that at least covers the basic 
benefit package. This may constitute 20% of the working population.  
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• All individuals working in the private sector are obliged by law to insure themselves in 
publicly or privately managed insurance schemes. The contract should by law at least cover 
a minimum package of those diseases with a high Burden of Disease. If individuals want to 
pay higher premiums to insure themselves against additional risks, or more luxury 
conditions in the hospitals the private insurance firms will be free to develop such schemes. 
This may constitute 60% of the population.  

• All remaining individuals that fall under vulnerable groups such as the unemployed, 
pensioners, disabled, widowers may be covered under a State sponsored insurance scheme. 
The premium may be paid by the government into a Compulsory Insurance Fund. This may 
become the successor to the current State Health Agency, but can equally be privately 
managed.  

 
All above groups may be covered under community pre-payments schemes, private insurance 
schemes, or state-sponsored local insurance schemes. However, government should facilitate 
this development by creating a legal framework that will promote the interest of the individual, 
promote competition, and aim to keep the prices in private markets as low as possible.  
 
It is unrealistic to develop the above described system in the short term. However, we should 
keep this long term vision in mind while we develop short term strategies and programmes for 
the health system. 
 
We therefore propose two transitional phases before reaching the long term compulsory health 
insurance system. 
 
1. Transition Phase 1: year  1999 - 2003. In this phase immediate realistic targets will be set for 

the financing of the health system. Only if the above pre-conditions are met government may 
move to the next phase. 

2. Transition Phase 2: year 2004 - 2007. In this phase we assume that informal payment system 
in the health sector has been formalised, and that realistic salaries are being paid. More 
compulsory insurance schemes will start, and in particular covering all formal sector 
salaried workers in the public and private sector.  

 
First Transition Phase: 1999 - 2003 

During this First Transitional Phase Ministry of Health propose the following programmes and 
activities: 
 
The main issues are that the population is encouraged to organize themselves in local pre-
payment schemes or to privately insure themselves. Furthermore, government explains that a 
limited public health package such as immunizations, TB/STD prevention and treatment, 
control of epidemics, and promotion of healthy lifestyles remains their responsibility. 
Government will also help to finance the development of primary level health facilities, but not 
anymore the secondary and tertiary hospital level. Communities, local government with their 
local health facilities should be encouraged to identify the 20% poorest part of the population. 
For this group government will provide assistance, including for hospital care. Government 
may give a larger share of this budget for those Marzes with a higher proportion of poverty. 
Patients should be discouraged to make informal payments to doctors, and health facility 
managers are encouraged to develop official user charges with their medical doctors. For this 
purpose hospitals should develop community advisory boards.  
 
The State Health Agency will implement the operational details of the above general guidelines 
in terms of data collection and the distribution of funds. Mechanisms will be developed that the 
government actually pays what they have planned. This will in particular important to establish 
the credibility of the proposed reforms in general, and the State Health Agency in particular. 
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The above general guidelines implies the review of the package provided under the State Order.  
The State Targeted Programmes are: 
  

1. A small well-defined public health package to all citizens.  
2. Assistance to the vulnerable (not more than 20% of the population). 
3. Support for health programmes at primary level such as through PHC teams. However, 

this last programme does not exclude community financing mechanisms.  
  

State support for secondary and tertiary hospital care will be reduced. Those citizens who can 
afford to pay for their own health services will be encouraged to insure themselves in 
publicly or privately organized insurance schemes. 

 
The formalisation of user charges in health facilities requires a review of the tax system that 
encourages health workers and health facility managers to start an official user fee system. This 
also implies that health facilities should start paying medical staff realistic salaries that do not 
force them to charge additional informal payments. Health facilities may pay medical doctors 
officially not less than 50% of what they would earn informally, after the deduction of income 
tax. The review of the official user charge system should  involve local governments and local 
communities. The reason being that the economic circumstances are different in the country, 
and that each community may develop different solidarity mechanisms to assist the sick and 
poor. 
  
Promote the autonomous and decentralised management in the health facilities at all levels. 
Promote the establishment of local health facility based insurance schemes whereby companies 
and individuals can buy a package of services against a certain premium. The premiums should 
be calculated locally. Government will only provide the legislative framework for this purpose. 
The legal framework should be “intelligent” in the sense that it protects patients, promotes 
competition, and drives down the prices of the health services. For example, insurance 
companies are in a stronger position to negotiate prices with health care providers than 
individual patients. 
 
Pre-payment schemes may be developed as follows: 
 
1. A community of 1000-4000 people may develop a pre-payment scheme with the local 

ambulatory to cover primary level care. At urban level this could be organised through a 
system in Condominiums. 

2. At secondary hospital level the management may organise direct pre-payment schemes with 
enterprises, individuals or the local authorities. They may also sign contracts with private 
insurance companies 

 
• The State will actively promote private insurance companies to develop.  
An estimated 10% of the population could be covered during the First Transitional Phase. 
  
• Legislation must be developed both involving the public and private sector.  

The legal framework should consist the following elements: 
  
1. Avoid “cream skimming” by private and public insurance schemes. This implies that 

mechanisms must be developed that both healthy and unhealthy candidates for an 
insurance schemes may be admitted. 

2. Promote competition between private and public insurers. 
3. Define the minimum package of what services all health insurance contracts should 

contain. 
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Second Transitional Phase: 2004 - 2007 

 
This phase can only start after the informal payment system in the health sector has been 
formalised, and that realistic salaries are being paid. 
 
During the Second Transitional Phase the following developments take place: 
 
• Introduction of compulsory Health Insurance schemes for employees in the formal sector. 
• Further fine-tuning of the State Order system, benefiting the vulnerable. 
• Stabilising and regulating local insurance systems. Encouraging enlargement of the schemes 

in order to achieve economies of scale. 
• Stabilising, extension and regulating of private insurance company initiatives, and making 

insurance schemes compulsory for all private sector workers. 
• Encouraging that fewer Armenians are forced to pay user charges, which they may not be 

able to afford. Reduce the user charges to efficiency levels so that customers are still 
encouraged to pay insurance schemes which will at the same time increasingly become 
compulsory. 
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Fig. 3. Trends in health care expenditure as a share of GDP (%) in Armenia and 
selected European countries, 1970–1994 

 

 
Source: WHO Regional Office for Europe, health for all database (some variation with local data is observed, but trends are 
consistent) 
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Health care benefits and rationing 

All patients falling into one of priority groups (children, pregnant women, diabetics, etc.) 
receive an all but comprehensive package of free outpatient and inpatient services. 
Pharmaceuticals are free to them as inpatients while as outpatients they are expected to pay 
only a token fee for drugs. Hospitals, however, do not normally provided food and even 
vulnerable inpatients will continue to be responsible for providing their own meals. The only 
restrictions placed on the medical care that a qualifying individual can receive are that the 
treatment is clinically indicated and falls into one of the 43 categories of interventions defined 
by the Ministry of Health. These categories were designated primarily to facilitate the payment 
of hospitals and not to restrict the benefits available to the population covered, but they will 
tend to exclude the possibility of interventions like cosmetic surgery or complementary 
therapies unless a pressing clinical need can be demonstrated. 
 
All other residents pay for all care and pharmaceuticals13 at the point of use unless they are 
suffering from an infectious disease, require emergency treatment or are covered by the 
Ministry of Social Affairs scheme for the socially disadvantaged. Out-of-pocket payments must 
also be made for dental work, sight tests, etc. 
 
This represents a radical reduction in the benefits covered and stems from the well-supported 
belief that a small part of the population have considerable sums of disposable income but 
operate almost exclusively within the boundaries of the informal economy. The ‘unofficial’ 
nature of most economic transactions leaves the country with a tax base that does not reflect the 
level of economic activity and makes it impossible to levy sufficient taxes to fund health 
services adequately. Under these circumstances the Ministry of Health has had to accept and 
legalise the introduction of user fees which bring revenue into the health system which would 
not otherwise be available for public services. If the situation changes and it becomes possible 
to generate sufficient taxation to fund more comprehensive health services the Ministry of 
Health will extend the benefits package available. 

                                                      
13 The cost of basic pharmaceuticals is often included in the case payment for inpatient care.  Additional drugs and outpatient 

prescriptions are paid for separately. 
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Complementary sources of finance 

All patients falling into one of priority groups (children, pregnant women, diabetics etc.) 
receive an all but comprehensive package of free outpatient and inpatient services. 
Pharmaceuticals are free to them as inpatients while as outpatients they are expected to pay 
only a token fee for drugs. Hospitals, however, do not normally provided food and even 
vulnerable inpatients will continue to be responsible for providing their own meals. The only 
restrictions placed on the medical care that a qualifying individual can receive are that the 
treatment is clinically indicated and falls into one of the 43 categories of interventions defined 
by the Ministry of Health. These categories were designated primarily to facilitate the payment 
of hospitals and not to restrict the benefits available to the population covered, but they will 
tend to exclude the possibility of interventions like cosmetic surgery or complementary 
therapies unless a pressing clinical need can be demonstrated. 
 
All other residents pay for all care and pharmaceuticals at the point of use unless they are 
suffering from an infectious disease, require emergency treatment or are covered by the 
Ministry of Social Affairs scheme for the socially disadvantaged. Out-of-pocket payments must 
also be made for dental work, sight tests, etc. 
 
This represents a radical reduction in the benefits covered and stems from the well-supported 
belief that the population have considerable sums of disposable income but operate almost 
exclusively within the boundaries of the informal economy. The ‘unofficial’ nature of most 
economic transactions leaves the country with a tax base that does not reflect the level of 
economic activity and makes it impossible to levy sufficient taxes to fund health services 
adequately. Under these circumstances the Ministry of Health has had to accept the 
introduction of user fees which bring revenue into the health system which would not otherwise 
be available for public services. If the situation changes and it becomes possible to generate 
sufficient taxation to fund more comprehensive health services the Ministry of Health will 
extend the benefits package available. 

Out-of-pocket payments 

Rather than co-insurance or co-payment systems the Ministry of Health has opted to introduce a 
system whereby patients pay the full cost of treatment out-of-pocket direct to medical 
providers. This was also dictated by the cuts in public funding of health system.  As of March 
1996 hospitals have started to set prices for all interventions and publish a schedule of charges 
that is monitored by the Ministry of Health. A ceiling is placed on the percentage profit that 
hospitals can make but with the exception of that restriction, pricing is at the discretion of the 
hospital. Patients are then free to opt to buy health care from whichever institution they chose 
and can afford. 
 
Hospitals are expected to charge a per diem rate for hotel services (bed, bedding, water, 
shower, toilet services, and other, excluding food, which patients must normally provide) and to 
levy case payments which will include a minimum package of examinations, x-rays and 
pharmaceuticals. Additional services may be charged on a fee-for-service basis and it is likely 
that patients will pay for all but the most basic drugs out-of-pocket. 
 
Outpatient services will be charged on a fee-per-visit basis with additional charges levied for 
additional examinations or procedures. All drugs will be purchased by patients out-of-pocket. 
 
Medical aids and prostheses will be paid for by patients unless they fall into one of the 
categories covered. 
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These changes were expected to put an end to under-the-table payments which were previously 
endemic since patients will either be paying an agreed tariff or will be assured of their explicit 
right to free health care as a member of a special category. While it was never possible to 
calculate the total worth of under-the-table payments anecdotal evidence suggests that they 
were substantial and may have been on a par with the sums to be charged by hospitals under the 
new system. 

Voluntary health insurance 

Voluntary health insurance makes no contribution to the financing of health services at the 
present time although there is clearly scope for insurance schemes to develop and enabling 
legislation governing the nature of insurance funds is already in place. 

External sources of funding 

Armenia has experienced both a major earthquake and civil strife in recent years and was the 
subject of considerable international humanitarian assistance. This has now tailed off and aid is 
largely confined to social care (for the elderly and refugees) and the provision of certain 
essential drugs. The Armenian diaspora continues to make charitable donations and expatriate 
Armenians working abroad (often in Russia) send money to their families to help cover the 
costs of health care. 
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Health care expenditure 

Measuring trends in health care expenditure in Armenia is problematic because of the shift 
from the soviet system to national independence and the enormous disruption of the economy. 
However, the percentage of GDP devoted to health care in the early 1990s was close to the 
average for the Commonwealth of Independent States. The table below shows the percentage of   
public health care in the state budget.  
 
Years State budget (ARM DR/US$) Health Care Share (ARM DR/US$) Planned % 
1995 101 164 000.0/ 249 239.9 12 629 000.0 /  31 114.3 12.5 
1996 98 091 836.0 / 236 936.8 13 160 900.0 / 31 789.6 13.4 
1997 117 937 709.8 / 240 296.9 12 342 566.6 / 25 147.8 10.5 
1998 160 783 818.1 / 321 567.6 17 650 959.8 / 35 301.9 11 
 
The fact that the share appears high relative to the rest of Europe actually reflects the collapse 
of the Armenian economy, the shrinking of GDP and the state budget rather than any shift of 
additional resources into the health sector. Adjusted figures demonstrate that health care was in 
fact under-funded in comparison with other European countries and the budget, however it was 
estimated, was insufficient to meet health service costs. 
 
The Ministry of Health now calculates the cost of the basic package of care guaranteed by the 
state and this forms the basis of the health sector budget. It was estimated that, in 1996, the 
population covered would require 500 000 inpatient days at 1000 drams a day (500 000 000 
drams) and 15 000 000 outpatient visits at 139 drams per episode ( 2 085 000 000 drams) giving 
a budget of 2585 million drams. Further allowance was made for the provision of republican 
programmes and epidemiological and sanitary services to give the total health budget. Of this 
some 20 million drams is provided by the Ministry of Social Affairs which purchases 20 000 
bed days (at 1000 dram per day) to cover the health needs of the most socially disadvantaged. 
The remainder is transferred directly from the Ministry of Finance to the Ministry of Health 
and regional governments. 
 
The rapid transition of Armenian society also makes it difficult to comment on the structure of 
health care expenditure. While inpatient care has traditionally dominated spending this should 
change as the health reforms take effect. Capital investment in both buildings and equipment 
has been confined to those areas receiving humanitarian assistance following the earthquake 
and is not likely to form a significant feature of expenditure in the immediate future. Finally, it 
is still too early to judge how spending on salaries and pharmaceuticals will develop under the 
new system but it is believed that approximately 40% of all case payments will be required to 
cover salary costs. 
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Fig. 4. Total expenditure on health as a % of GDP in western Europe, the CEE countries 
(1994) and the CIS countries (latest available year) 
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 Health care systems in transition — Armenia 28



 Health care delivery system 29

Health care delivery system 

Primary health care and public health services 

Primary health care is typically delivered either through regional polyclinics or rural health 
posts/feldsher stations with one physician per 1200–1500 population and a paediatrician to 
every 700–800 children. Services are still organized along soviet lines although provision 
should change radically as the reforms take effect. 
 
There are 500 medical posts or feldsher stations, one in every village, offering a nurse-led 
service that includes; basic care of children and adults, antenatal care, developmental checks 
for infants, prescribing, first aid, 24-hour emergency cover, home visits and preventive services 
such as immunization and simple health education. A cluster of villages may have a shared 
ambulatory centre with a general or family doctor able to offer a wider range of care. All cases 
beyond the scope of the rural health care network are referred to regional polyclinics or directly 
to hospital. It is expected that many of the smaller health posts will close down as the new 
payment mechanism is implemented and they have to cover the cost of premises, electricity, 
medical supplies etc. However, the Ministry of Health calculates that service will be 
sustainable in a community of 200 where there are an average of 4–5 visits per person per year. 
Isolated rural communities may also chose to subsidize health posts from local taxation if they 
wish to secure access to primary care.  
 
There are also 37 regional polyclinics, inherited from the previous system of district 
administrations. These were attached to regional hospitals but now have autonomous status. 
Most employ primary health care that includes a paediatrician, a general physician and an 
obstetrician/gynaecologist as well as nurses and midwives. They typically offer: general 
ambulatory care for the adult and elderly population, antenatal, obstetric and perinatal services, 
paediatrics, basic investigations and a full range of prescribing, minor surgery, certification of 
sickness, rehabilitation, 24-hour emergency cover, home visits, immunisation, health education 
etc. Larger urban areas, in particular Yerevan, have specialist polyclinics for paediatrics and 
women’s services (obstetrics and gynaecology) in addition to ‘general’ polyclinics. These 
larger centres may also offer secondary health care with clinics devoted to the various medical 
and surgical specialities (i.e. cardiology, gastroenterology, orthopaedics, etc.).  
 
By separating out polyclinics from hospitals, the reforms hope to end the blurring between 
primary and secondary medicine. The conferring of autonomous status on polyclinics has 
effectively ended the perverse incentive to admit patients which existed under the previous 
funding system14. There are now incentives for polyclinics to keep patients in the primary 
setting and so to address health care need more cost-effectively. Despite the Ministry of 
Health’s desire to see a shift of resources into primary care, it recognizes that there is an over 
provision of polyclinics and some may be expected to close down under the new market 
conditions.  
 
It is hoped that in the place of the health posts and polyclinics which fail, independent general 
practitioners/family doctors will emerge dealing with all their primary health care needs of their 
particular group of patients. The Ministry of Health has drawn up a primary care plan which, 
when approved by Parliament and passed into law, will create the necessary framework for this 
                                                      
14 When polyclinic and hospital budgets were unified additional funding could be attracted by providing more inpatient care, 

whether it was necessary or not. 



 Health care systems in transition — Armenia 30

transition. The Ministry of Health is also planning to provide retraining for some doctors 
wishing to take on this new role. 
The reforms have already guaranteed patients’ choice of physician and it is hoped that as the 
general practice system evolves this choice will become increasingly meaningful. The right to 
choose a doctor should also enhance quality of care as doctors’ pay will now reflect the volume 
of patients that they see and they may, therefore, be expected to invest more effort in ensuring 
patient satisfaction 
 
While patient choice is being extended in some areas, their rights of access to any level of the 
health system15 is to be curtailed. Until 5 March 1996 patients could refer themselves directly to 
the secondary setting. This is common practice and led to inappropriate and overly expensive 
medical care being used in place of primary provision. Patients wishing to see a specialist 
doctor must now have a letter of referral from a primary physician in all except emergency 
cases. The introduction of the gatekeeping role is paired with a directive requiring all 
specialists to return patients to the primary sector for follow up care. Payment mechanisms will 
ensure compliance in the treatment of the population covered by state provision. 
 
5 000 household survey was conducted in early 1996 by the World Bank support in different 
districts of RA. Based on the result of survey patients are somehow satisfied with the medical 
services provided in all level of the medical care. They mentioned that there are informal 
payment in the whole system. Based on the surveys conducted by different international NGOs 
the rate of primary medical care in average is 3.5 based on the 1-5 rate grade.  
 
There is a tendency to self-refer to hospital specialist, which is in part a reflection of cultural 
norms in the soviet era, it also indicates a lack of confidence in the quality of care provided at a 
primary level. The physical conditions in health posts and polyclinics are often poor and staff 
have had little incentive to treat patients with respect. It is hoped that the reform process and 
the primary health care plan will link patient numbers and physician pay, encourage the 
movement of resources into the primary health care sector, and promote the general practice 
model, all of which will enhance the standards of the sector and lead to greater patient 
satisfaction. 

Public health services 

Basic public health care, health education and health promotion are core components of 
primary health care. In Armenia , the sense of individual responsibility for one’s health is low. 
There is widespread misunderstanding and/or confusion regarding public health services in 
Armenia. The following issues in Armenia are significant in the affective delivery of 
hygiene/public health services: 
 
• A continued, almost exclusive emphasis on hygiene surveillance; 
• Sanity-hygiene infrastructure; 
• inadequate attention to health promotion and health education; 
• shortage of appropriately trained public health professionals; and 
• fragmented uncoordinated programmes in health education. 
 
The public health sphere has experienced less change than other parts of the health sectors. The 
network of 37 San-Epi stations and one republican unit, established under the soviet system of 
district administrations, is still in place. It is still managed by, and reports to, the central state. It 
is responsible for the collection of epidemiological data on both infectious and non-
communicable disease and for the monitoring of sanitation systems and air and water quality. 
The stations provide the first line response in cases of environmental incidents or the outbreak 
of infectious disease. The whole network is ultimately accountable to the Republican Vice 
Minister heading the Department of Epidemiology who also doubles as the state’s Chief 
Sanitary Doctor. The Ministry of Health ensures that statistics are collated at a national level in 
                                                      
15 Which was guaranteed under the soviet system. 
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order to inform policy making and health service planning and to allow all change to be 
monitored. 
 
Health promotion was not particularly developed during the soviet era. However, what 
provision there was collapsed during the post-independence crises and left the country with no 
established health promotion or education programmes. The National Institute of Health, which 
has a major input into policy development, is keen to redress this imbalance and has proposed 
that health promotion be included in all new training programmes for primary health care 
specialists. If health promotion can win recognition as an official component of primary health 
care it can be brought within the health service payment system and its long term future 
guaranteed. Some initial steps have been taken to provide health promotion training by the 
College of Health Sciences of the American University of Armenia in Yerevan which includes 
it in its public health specialists training programme. 
 
Preventive services are delivered via a number of different routes. Immunization programmes, 
which have a long tradition of effective action (see Fig. 5), are normally delivered through 
primary health care clinics but supervised by the San-Epi network who use census data to 
ensure population coverage. Family planning services are offered either by the mainstream 
health post/polyclinic network or by specialist women’s polyclinics that concentrate on 
obstetrics, gynaecology, etc. Similarly, antenatal care and screening may be provided in either 
the conventional setting or by these women’s services. 
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Fig. 5. Levels of immunization for measles in WHO European Region, 1994 

58
83
84
84
88.2

91
92
93
94
95
96
97

48
74

76
81.3

87
90
90

92
95
96
96

98
99
99

38
45

50
66.6

70
76

80
83

83.1
85

89
90
93.8

94
95

95.2
98.5Finlandb

Portugalb

Swedenc

Netherlands b

Norwayc

Icelandc

United Kingdom d

Denmark
Switzerlandc

Spainb

Luxembourg c

Franceb

Germanyb

Belgiumc

Italyb

Greecea

Austriab

Romania
Hungary

Czech Republic
Slovakia

Poland
Lithuania
Slovenia

Croatia
Bulgaria

Latvia
Albania
Estonia

Bosnia and Herzegovina

Tajikistan
Belarus

Armenia
Ukraine

Kyrgyzstan
Moldova

Kazakhstan
Russian Federation

Turkmenistan
Azerbaijan
Uzbekistanc

Georgiac

0 10 20 30 40 50 60 70 80 90 100

a1993, b1992, c1991, d1990
Percentage

100

The Former Yugoslav Republic of Macedonia

 
Source: WHO Regional Office for Europe, health for all database 

 



 Health care delivery system 33

As the reforms take effect both health promotion and preventive medicine may be expected to 
grow in importance. Certainly, the Ministry of Health plans to address funding issues to ensure 
that there are incentives for practitioners to implement relevant measures. Environmental and 
infectious disease control functions are likely to remain under central supervision, but as the 
new generation of public health specialists complete their training the may be expected to 
strengthen the capacity of the regions to deal with increased responsibility at the local level. 
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Secondary and tertiary care 

 Secondary health care is provided by the 37 regional hospitals and some of larger polyclinics 
which offer specialized ambulatory services, while tertiary care is largely confined to the 
republican hospitals and ‘single speciality’ institutes in Yerevan. In addition there are six 
paediatric and maternity hospitals in the capital. The only private institution is the diagnostic 
centre in Yerevan which carries out 80% of its work in the private sector. Distribution of 
facilities is based on historical provision which used geographic and demographic norms to 
determine the location of health care institutions. Until independence, a comprehensive range 
of specialities was offered in each hospital and the republican system carried out highly 
sophisticated interventions. The resource constraints following independence have made this 
level of provision and the tradition of guaranteed access to all levels of care untenable. The 
Ministry of Health has now established criteria which will clearly delineate the boundary 
between primary, secondary and tertiary services and is to use licensing to restrict the level of 
care provided in any given health institution. 
 
These reforms have yet to be implemented however, and existing hospital provision continues 
at soviet levels. Bed numbers are well in excess of estimated levels of need (see Figs. 6 and 7) 
and have, in the past, drained resources from both primary health care and preventive medicine. 
The soviet funding system, which linked finances with bed numbers, perpetuated the tendency 
to over-admit and encouraged a long average length of stay. Although the over provision of 
beds described are less pronounced than elsewhere in the Region, the reforms intend to address 
this issue. 
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Fig. 6. Hospital beds per 1000 population in the WHO European Region, 1980 and 1994 
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Fig. 7. Hospital beds per 100 000 population in Armenia and selected European 
countries, 1970–1996 

 
Source: WHO Regional Office for Europe, health for all database 
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newness of the reform measures, makes it difficult to obtain a clear picture of the current state 
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have fallen as low as 36%–42%17 as hospitals find themselves unable to resource the treatment 
of chronic conditions, although bed numbers and average length of stay remain high. And t yet 
these hospitals are not closed down.  Standards of care are also patchy.  The Ministry of Health 
monitors quality of services by hospital, measuring; mortality rates, postoperative 
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16 Falling into any of the 43 recognised specialist categories. 
17 Compared with 70%–80% in the 1980s. 
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market mechanisms and the revised licensing process should remove much of the sub-standard 
provision from the system. 
 
The state of the health sector infrastructure varies. Many regional hospitals are old; their 
buildings have deteriorated and their equipment is poorly maintained or obsolete. While most 
still have standard equipment for basic diagnostic tests, they cannot obtain or afford the 
necessary reagents and chemicals. By contrast, medical facilities in the earthquake zone are of a 
high standard following humanitarian efforts to rebuild and re-equip stricken hospitals. 
Provision in Yerevan is mixed. Patient satisfaction is not measured formally, but may be 
characterized as low. It is hoped that the reform process will not only concentrate resources, so 
enhancing standards, but will also focus the minds of medical staff on the need to provide 
quality of care. 

Table 1. In-patient utilization and performance, Armenia, 1980–1996 

In-Patient 1980 1985 1990 1991 1992 1993 1994 1995 1996 

Average length of stay in days 17.05 16.65 15.60 15.45 15.58 15.88 16.32 15.22 14.56 

Occupancy rate (%) 84.20 86.04 65.56 59.52 48.63 42.35 42.72 40.14 40.41 

Source: WHO Regional Office for Europe, health for all database 
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Table 2. In-patient utilization and performance in WHO’s European Region, 1994 

Country Hospital beds per 

1000 population 

Admissions per 

100 population 

Average length 

of stay in days 

Occupancy rate 

(%) 

Austria  9.4 26.5 10.3 80 

Belgium  7.6 19.7 a 12 a 83.5 a 

Denmark  5.0 a 20.5 a  7.6 a 84.8 a 

Finland 10.1 25.1 13.1 90.3 

France  9 23.4 a 11.7 a 80.5 a 

Germany 10.1 b 21.3 b 15.8 b 86.6 b 

Greece  5.0 a 13.1 b  9.8 b 70 c 

Iceland 15.8 b 28.2 c 17.8 c 84 c 

Ireland  5.0 a 15.5 a  7.7 b  n/a 

Italy  6.6 15.5 b 11.2 b 69.6 b 

Luxembourg 11.8 a 20.3 b 16.5 b 81.4 b 

Netherlands 11.3 11.2 32.8 88.6 

Portugal  4.3 11.5  9.5 68.7 

Spain  4.2 c 10 a 11.5 a 77 a 

Sweden  6.4 19.5 a  9.4 a 83 a 

Switzerland  8.7 14.6 b  n/a 82.6 c 

Turkey  2.4  5.8 a  6.7 a 57.8 

United Kingdom  5 a 21.6 10.2 a  n/a 

Albania  2.8  8.07 8.98 71.8 

Bulgaria 10.2 17.71 13.6 64.4 

Croatia  5.9 12.78 13.78 81.6 

Czech Republic  9.8 20.61 13.5 77.7 

Estonia  8.4 17.82 14.2 83 

Hungary  9.9 22.76 11.3  n/a 

Latvia 11.9 20.14 16.4 78.7 

Lithuania 11.1 20.6 15.9 79.1 

Poland  8.2 d  n/a  n/a  n/a 

Romania  7.7 21.1 10.3 77.4 

Slovakia  7.9 a  n/a 12.74 a  n/a 

Slovenia  5.8 15.8 10.6 79.4 

The Former Yugoslav Republic of Macedonia   5.3 c  n/a  n/a  n/a 

Armenia  7.6  7.6 16.32  n/a 

Azerbaijan 10.1  8.52 17.9 41.5 

Belarus 12.4 24.65 15.3 83.2 

Georgia  8.1  5.5 15.2 28.3 

Kazakhstan 12.1 18.17 16.8 68.9 

Kyrgyzstan  9.6 17.7 15.4 77.9 

Moldova 12.2 22 17.3  n/a 

Russian Federation 11.9 21.6 16.8  n/a 

Tajikistan  9.1 16.44 b 14.5 b 58.3 b 

Turkmenistan 11.5 17.01 15.1 66.6 a 

Ukraine 12.7  n/a 16.91  n/a 

Uzbekistan  8.8 19.3 14.3  n/a 
a 1993, b 1992, c 1991, d 1990 

Source: OECD Health Data File, 1996; WHO Regional Office for Europe, health for all database 
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Social care 

Public social care services in Armenia are extremely limited. The private sector is not involved 
in provision of these services.  There is a single hospital for the mentally and physically 
handicapped and there is no nursing homes, for the patients needed continuing, long term care.  
There is no provision of long-stay hospitals for the chronically ill and there are no day care 
centres for special needs groups; nor is there a developed network of social workers. There are 
only two elderly homes to serve the whole country. Rather the system depends on the Armenian 
tradition of caring for the extended family, on humanitarian assistance and on the acute hospital 
sector to meet social care needs 
 
This creates real difficulties for a health system already starved of resources. Acute beds 
become blocked with social cases and elderly and chronically ill patients are cared for in an 
inappropriate and unnecessarily setting. Mental illness causes particular strain on provision 
since the health sector is expected to meet the cost of both acute and chronic care. The Ministry 
of Health is negotiating with the Ministry of Social Affairs to hand over responsibility for the 
seven regional psychiatric hospitals since they provide only long stay chronic care with little 
medical content. The health sector hopes to focus its resources on the two acute hospitals, acute 
inpatient care within mainstream hospitals and on ambulatory care.  
 
The care of chronic conditions in acute hospitals threatens the new funding structure 
established by the reforms of January 1996 and also threatens the poor patients who cannot pay 
for these. These are based on the assumption that hospitals can compensate for the low third-
party payments made in respect of the basic package by charging higher rates for services paid 
out-of-pocket. Hospitals where beds are blocked by long stay patients covered by the state 
pricing structure will have little opportunity to generate the income needed to cover costs. The 
Ministry of Health is considering additional support in these instances i.e. for psychiatric 
hospitals, in order to offset the inevitable losses these institutions will suffer.  However this 
strategy is not yet testes and the results may not be evaluated at this point. 
 
Following pressure from the Ministry of Health, the Ministry of Social Affairs has already 
committed itself to supporting some social care provision. It now purchases 20,000 bed days 
from the health sector, specifically for the care of the most socially disadvantaged (the 
handicapped, war veterans, etc.). This is very little amount.  Using census material the The 
Ministry of Social Affairs then selects those that are most in need and issues them with identity 
cards that entitle them to free medical assistance. The number of cards to be distributed per 
region is based on population levels and adjusted to reflect relative levels of depravation. The 
number of bed days to be purchased is determined chiefly by the resources available, while the 
size of the population to be covered rests on epidemiological and historical evidence of the call 
made on health services by the qualifying population. The possibility of replacing ID cards with 
cash payments (or vouchers) made direct to qualifying individuals is being investigated. 
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Human resources and training 

The Ministry of Health estimates that Armenian is massively over-provided with both doctors 
per 1,000 population (see Table 3). The number of nurses (Table 3 and Fig 9) did not increase 
on the other hand.  It decreased, which is an alarming sign for the future of the health system. 
Prior to independence, the number of medical staff to be trained and employed was determined 
centrally and tended to rise over the soviet period, as it did in much of the former Soviet Union 
(see Figs. 8 and 9). As a result staffing levels in the present health system are high relative to 
parts of western Europe (see Fig. 10) and the Ministry of Health is taking steps to reduce 
provision drastically. The new mechanisms governing the payment of doctors are expected to 
cut existing posts by as much as 50% and medical and nursing school places have been limited. 

Table 3. Health care personnel in Armenia, 1980–1996 

Per 1000 population 1980 1985 1990 1991 1992 1993 1994 1995 1996 

Physicians 3.21 3.58 3.92 3.70 3.60 3.35 3.12 3.04 3.11 

Dentists 0.16 0.23 0.32 0.30 0.29 0.28 0.28 0.28 0.33 

Nurses 5.45 6.15 7.29 6.81 6.55 6.33 5.95 5.79 5.43 

Midwives 0.58 0.61 0.67 0.64 0.61 0.60 0.58 0.57 0.54 

Pharmacists 0.12 0.19 0.22 0.22 0.20 0.15 0.13 0.14 0.09 

Physicians graduating 0.10 0.12 0.10 0.10 0.11 0.12 0.14 0.12 0.14 

Nurses graduating  0.60 0.62 0.72 0.68 0.66 0.53 0.47 0.46 0.44 

Source: WHO Regional Office for Europe, health for all database 

 

Fig. 8. Physicians per 1000 population in Aremenia and selected European countries, 
1970–1996 
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Source: WHO Regional Office for Europe, health for all database (The fall shown in the period from 1990 is more pronounced than 
the drop in numbers actually experienced due to recording difficulties.) 

 

Fig. 9. Nurses per 1000 population in Aremenia and selected European countries, 
1970–1996 

 
Source: WHO Regional Office for Europe, health for all database (The fall shown in the period from 1990 is more pronounced than 
the drop in numbers actually experienced due to recording difficulties.) 
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Fig. 10. Number of physicians and nurses per 1000 population in WHO’s European 
Region, 1994 
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Current numbers of health personnel entering the workforce remain high as the students 
admitted before independence graduate. Demand for entry to medical and nursing schools also 
remains high despite the poor morale of the professions and their low official rates of pay. 
Indeed, five private medical schools and ten private nursing colleges were established on 
independence and continue to recruit despite the fact that the Ministry of Health does not 
recognize them and has no plans to allow their graduates18 to sit state exams or to be licensed to 
practice. The Ministry of Health only accredits the one state medical school and seven official 
nursing colleges. 

                                                      
18 The first students to complete this private education are due to graduate shortly. 
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In addition to their refusal to recognize private medical training the Ministry of Health are 
cutting back on the number of places in the state medical school. In 1992, 700 students were 
admitted to study medicine while in 1995 there were only 250 places available, of which only 
100 were provided free-of-charge. The remaining 150 students pay fees to cover the cost of 
their education. The entrance to medical school has therefore, become highly competitive with 
students selected on the basis of exam results and only the top 40% receiving scholarships. 
Reductions in the number of places at nursing colleges are also underway although the cuts are 
less extreme. These restrictions in student numbers should be reflected in the health personnel 
entering the workforce over the next few years.  However, these measures create the question of 
inequity in competition between rich and poor candidates for admission. 
 
The Ministry of Health has also addressed the training of specialists and has introduced post-
graduate residencies for physicians wishing to pursue medical specialities and is developing 
new training for general practitioners/family doctors. There are plans to fund the re-training of 
small numbers of physicians who wish to move into primary health care although the majority 
will be expected to finance their own studies. The training of feldshers has also been reviewed 
and will consist of a one year intern programme to follow basic nurse education and will allow 
feldshers prescribing rights. The National Institute of Health offers training in management and 
administration and seeks to build the management capacity of the hospital sector by 
encouraging hospital directors to collaborate with health economists and professional 
administrators. It also provides advanced training for clinicians and pharmacists. 
 
The Ministry of Health has withdrawn from direct intervention in staffing or remuneration 
levels and will rely on self-regulation mechanisms and hospital directors to determine numbers 
of staff employed and salary agreements. This makes it impossible to predict the rate at which 
medical employment will become a feature of the Armenian health care system, although it 
seems inevitable that large numbers of medical staff will loose their jobs, which already started 
to happen. 
 
The Ministry of Health has retained its rights to regulate standards of medical staff and has 
recently reformed the licensing system. As of 1 April 1996 all doctors, nurses and pharmacists 
have to submit to a re-licensing process every five years, paying a small fee to cover 
administrative costs (the fee is ranging from 5,000 to 12,000 Armenian Drams, which is 
equivalent of $US 15-25). This involves a computerized multiple choice test, an oral exam, an 
analysis of the candidates work experience and a review of references. Staff are also expected 
to have completed between one and four months continuing education in their specialist area in 
any five year period. A central licensing board composed of distinguished professors and 
headed by the Chief Minister will consider all applications and issue licenses valid for five 
years only, including accreditation of individual staff to carry out particular interventions. 
There will be no regional licensing mechanisms. Eventually this system will be extended to 
cover health centres, hospitals and pharmacies. 
 
The licensing system may contribute to the reduction of personnel by preventing staff, who fail 
to meet Ministry of Health standards, from practising. However, it is designed primarily to 
enhance standards and not to implement staff cuts. It will ensure that staff are abreast of current 
practice and they comply with regulations on continuing education. 
 
The reform process then, seeks to address the core human resource issues of over-staffing and 
poor quality of care through restructuring of payment mechanisms and licensing. These 
initiatives are to be supported by revised training provision and a new focus on management 
skills. 
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Pharmaceuticals and 
health care technology assessment 

The disruption of the health system in recent years and the influx of drugs through 
humanitarian assistance programmes makes it difficult to accurately describe the consumption 
of pharmaceuticals. 
 
Certainly for much of the early 1990s many pharmaceuticals were not available and 
consumption was depressed. However, the Ministry of Health has identified a tendency for 
Armenian physicians to over-prescribe, a tendency exacerbated by patient expectations. 
 
Given that all pharmaceuticals are imported19 and are therefore relatively expensive, the 
Ministry of Health has taken steps to encourage a more cost-effective pattern of consumption. 
The population covered by the basic package will continue to receive free pharmaceuticals 
when treated as inpatients but hospitals will have to cover the cost of drugs from the fixed case 
payment. This should encourage hospitals to monitor and limit physicians’ prescribing. 
Outpatients covered by the basic package will pay a nominal sum towards the cost of drugs and 
the state will reimburse pharmacies for the full cost. There are no built in constraints on 
prescribing for ambulatory cases since the pharmaceuticals budget is quite distinct from that of 
polyclinics. All patients without cover will have to pay out-of-pocket for all drugs and this is 
expected to reduce consumer pressure on physicians to prescribe and limit consumption. 
 
The Ministry of Health is promoting an essential drug list and is encouraging the prescription of 
generic drugs only. 
 
The cost of brand name drugs relative to their generic equivalents is likely to encourage 
compliance, although patients paying out-of-pocket have the liberty to select more expensive 
branded pharmaceuticals. The Ministry of Health is also responsible for ensuring that Armenia 
implements WHO policy on controlled drugs. 
 
Supply continues to be problematic although the situation has been eased considerably by the 
privatisation of pharmacies. Pharmacies are now free  to import and purchase drugs although 
the Ministry of Health continues to monitor and regulate quality20 and their profits are limited 
by law to 35% of purchase cost21. While the private sector is still very new, it appears that 
individual pharmacies are making independent arrangements to import drugs and that wholesale 
importing is beginning to emerge. The Ministry of Health also purchases drugs for core 
republican programmes i.e. the treatment of diabetics and T.B patients and distributes essential 
drugs provided by humanitarian aid programmes (which are believed to contribute 40%-45% of 
all pharmaceuticals consumed). 
 
Equipment purchases are all but non-existent at present and there are real difficulties in 
maintaining existing equipment in working order. However, the increased autonomy of 
hospitals entitles them to make whatever purchases they are able to fund. The Ministry of 
Health recognizes the danger that with renewed prosperity there may be inappropriate 
investment in high technology equipment and plans to address this under the new licensing 
system. Hospitals will be obliged to seek licenses, not only for the staff who are to operate any 

                                                      
19 Mostly  from Russia. 
20 Both through the licensing board chaired by the Chief Minister and the new Drug and Food Control Authority. 
21 Transport costs cannot be taken into consideration in determining cost and so the profit ceiling. 
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given piece of equipment, but also for the equipment itself. The Ministry of Health intends to 
withhold licenses for equipment that is deemed to be inappropriate and will endeavour to 
restrict high technology to the tertiary setting. 
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Financial resource allocation 

Third-party budget setting and resource 
allocation 

The reforms have transformed the scope of third-party budgets within the Armenian health 
system. Public funds are now to be restricted to the provision of the basic package and the 
health system will no longer fund the salaries of medical personnel. The budget is estimated by 
the Ministry of Health on the basis of the number and mix of cases within the covered 
population in the previous year and the fixed tariff for bed days and outpatient visits. The cost 
of republican, epidemiological and sanitary services is also included. The Ministry of Finance 
vet the proposed budget and it is submitted to parliament for approval and formal adoption. 
 
The Ministry of Health holds the budget for republican services including the costs of tertiary 
hospitals located in the capital and remaining funds are distributed to regional governments in 
line with population levels adjusted to reflect regional variations in morbidity or mortality. All 
health care and drugs needs for the remaining population are to be met by out-of-pocket 
payments. 
 
Capital investments are no longer to be funded centrally. The only capital budget retained at a 
regional and central level is a minimal sum earmarked for renovations. Hospitals will now be 
expected to finance the acquisition of equipment through funds accumulated from profits. 
 
As a part of the reform, beginning January 1999, a separate State Health Agency was created. 
The agency aims to regulate the state financing programs in Armenia with the future functions 
as of compulsory health insurance.  However, at the end of 1999, the Ministry of Health 
introduced new policy for health care system structure, management and financing to start from 
2000.  The main change in policy is to clarify accountability arrangements of the State Health 
Agency and bring it back under control of the Ministry of Health.  The new policy is also 
seeking to experiment with separation of few hospitals where only public funds will be 
concentrated.  These policies are in the phase of discussion and will be introduced at the 
beginning of 2000. 
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Fig. 11. Financing flow chart 
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Payment of hospitals 

Traditionally district administrations passed an agreed funding allocation to hospitals in line 
with bed numbers and the size of out-patient facilities22. During the transitional stages of the 
reform process the payment formula relied on case payment criteria rather than the size of 
facilities. The Ministry of Health fixed the price for an outpatient visit and for a single bed day 
and calculated the average length of stay in any given inpatient category. They also set out 
coefficients for each category which reflected the variation in cost between different medical 
and surgical specialities. Local government then took the numbers of cases treated historically 
and calculated the cost of continuing provision at historical levels using Ministry of Health 
prices. Hospital budgets were estimated on this basis and paid prospectively on a quarterly 
basis. At the end of each quarter activity levels were reviewed and the subsequent quarter’s 
budget was adjusted to reflect the actual volume of work. Where cases treated fell below 
expected levels money was deducted from the budget instalment due. 
 
This system is to continue but prospective payments will now be calculated on the basis of the 
covered population and their needs only. Quasi-contracts will be established with regional (or 
republican) government defining service levels. As from 1996 each expected outpatient visit 
will trigger a payment of 139 dram and each estimated bed day an amount based on the 
standard price of 1000 dram a day. No negotiation will take place at regional level but local 
adjustments will be made quarterly. The appropriate number of outpatient visits for any given 
condition is to be defined by the Ministry of Health in order to prevent abuse of the system i.e. 
four visits per case of pneumonia, ten routine visits per child in the first year of life. Inpatient 
case payments will centrally determined and will reflect the average length of stay in the 
previous year. They are to cover all drug and treatment costs. Hospitals can retain any savings 
made by reducing length of stay and this should ultimately reduce fixed case payments since 
the average length of stay per case will be reviewed annually. 
 
Hospitals are to set their own prices for all interventions not covered by the basic package using 
a case payment approach supplemented by a per diem charge for hotel services. They are 
expected to produce a clear schedule detailing prices and the exact content of each package of 
care. It is likely that they will charge on a fee-for-service basis for additional interventions, tests 
etc. It is too early to identify exactly how these changes will impact on the system but per diem 
charges may be in the region of 5000 dram (US$ 8-10) a day with basic operations costing up to 
120 000 dram. Outpatient centres are also entitled to set prices for ambulatory care and will 
publish prices per visit, x-ray etc. The Ministry of Health will monitor hospitals and polyclinics 
and put a ceiling on the profits which can be made. 
 
Hospitals will be expected to generate sufficient income to cover salaries23 and will pay 37% 
tax on their total salary bill. They are also liable to all other enterprize taxes, land taxes etc. but 
equipment tax has been waived as has VAT (normally 20%). Currently hospitals are expected 
to pay for energy but electricity payments are often suspended by the government, since 
hospitals have been unable to meet full market costs. In the longer term these indirect subsidies 
to hospitals and polyclinics are likely to disappear. 
 
Given the over-provision of beds and staff and occupancy rates of 36%-42% there is clearly 
room for greater efficiency. The reforms have been designed to bring market forces to bear on 
the health sector in the belief that this will bring about the rationalisation of health care 
provision. They were also drawn up in the knowledge that the tax system is unable to raise 
sufficient revenues to fund health services. In view of this the reforms are also intended to 
‘devolve’ some of the responsibility for funding the basic package to the level of the hospital. 
Third-party prices are fixed at below cost, and as hospitals are obliged to treat the covered 
                                                      
22 Hospital directors also managed polyclinic budgets. 
23 40% of charges are likely to go towards staffing costs. 
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population, they will have to generate surplus income from out-of-pocket payments in order to 
remain viable. The changes are radical in nature and are only now being implemented. It is too 
early, therefore, to evaluate the reforms in the payment of hospitals but widespread closures are 
expected.  
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Payment of physicians 

Doctors and nurses were paid a fixed salary until the 5 March 1996. Nurses received 2.5 times 
the minimum wage and doctors between 4.2 and 4.5 times the minimum wage, depending on 
seniority. These rates of pay were close to the national average but well below levels paid to 
factory workers. There were no incentives to treat high volumes of patients or to deliver quality 
of care. There seem to have been large numbers of medical staff who could be characterized as 
‘un-productive’ or ‘under-employed’. 
 
The reform process has radically changed the payment structure and removed central regulation 
of salaries. Hospital directors are now empowered to negotiate individual contracts with all 
staff. It is too early to evaluate the impact this has had but the Ministry of Health expects 
payment of both doctors and nurses to be closely linked to performance in the future. 
 
All cases treated will now be paid either at third-party rates or out-of-pocket and hospital 
directors will be able to calculate the number of patients seen by each member of staff and 
therefore the revenue generated. Nurses as well as doctors are included in this approach24. The 
suggestion is that fixed basic salaries will be abandoned and staff pay will be as a percentage of 
out-of-pocket payments brought in plus a percentage of the third-party case payments. Between 
20% and 40% of each case payment is likely to go towards salary costs. There will be no 
subsidies available to meet staff costs and the onus is on employees to generate sufficient 
income to cover their salaries. 
 
The basic package payments are calculated such that physicians or nurses treating what is 
regarded as a core case load will be able to cover the costs of the minimum salary. It is not 
however, regarded as feasible for any individual to live on the minimum wage only and there 
are strong incentives, therefore, for staff to work efficiently and see additional patients. The 
fact that patients now have a legal right to chose their own doctor also provides incentives for 
physicians to provide a quality service since those doctors who attract more patients will have 
the opportunity to earn bonus payments  
 
This approach covers all professionals providing care at primary, secondary and tertiary levels. 
It is not yet possible to comment on its implementation but significant levels of medical 
unemployment are expected to arise as hospitals address their levels of over-staffing. It is also 
expected to identify those doctors and nurses who are least efficient or motivated and to remove 
them from the health care system.  The latter strategy is hard to be implemented. 
 
The Ministry of Health is also developing plans to introduce new payment mechanisms for the 
emerging specialist in general practice/family medicine. They hope to introduce capitation fees 
and possibly bonus/target payments although these plans are yet to be finalized. 
 
There has been some resistance to these proposals since the reforms threaten to abolish under-
the-table payments, which had become a major source of income for medical staff. There are 
also concerns that all income will now be declared and, therefore, taxed. Nonetheless, 
implementation is to go ahead. 
 

                                                      
24 Nurses treat named patients and their workload can therefore, be monitored. 
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Health care reforms 

The Armenian health care reforms were prompted, above all else, by economic necessity. The 
health system that was inherited on independence was designed for an affluent country and was 
over provided with both staff and beds. The severity of the socio-economic crisis that faced the 
country in the early nineties left no option but to seek radical changes in the funding and 
provision of health services. The reforms were also informed by a commitment to greater 
openness and democracy and by a desire to decentralize; a response to the overly bureaucratic 
and directive style of the centralized soviet system. 
 
The reforms have redefined the scope of the health service. 
 

• The Ministry of Health is to withdraw from the planning and management spheres and 
will confine its activities to monitoring, regulating and licensing health service activity. 

 
• The government is now committed to providing a basic package of care in particular 

circumstances only and has passed the burden for paying for health services to the 
individual. 

 
• Out-of pocket payments are to form a major part of health service finances and 

hospitals are to be self-financing, autonomous enterprises, responsible for covering 
their own costs. 

 
• Doctors and nurses will be paid in light of their workload and not simply for attending 

work. 
 
• Legislation is now in place paving the way for private medicine, the introduction of 

health insurance schemes and the extension of contracting. 
 

The Ministry of Health hopes that the reform process will also lead to a greater focus on 
primary health care and that preventive medicine and health promotion will encourage the 
population to take greater responsibility for their own health.  
 
The reforms reflect the reality of Armenian society. They acknowledge that much economic 
activity is in the informal sector and that the state is unable to collect sufficient taxes to fund an 
adequate level of health care for the whole population. They also retain as central a belief in the 
need to provide a minimum package of care for the most vulnerable. Individuals and hospitals 
are therefore, charged with funding health services and with subsidising the basic package. 
 
They also introduce market mechanisms into the health care system. This stems, in part, from a 
faith in the market but is chiefly an acknowledgement of the political obstacles to closing 
hospitals and making medical staff redundant. While the Ministry of Health plans to rely on 
market forces to rationalize health care provision, it will use licensing and regulation to ensure 
appropriate care is offered and that it meets agreed standards. 
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Content of reforms and legislation 

The reforms were widely discussed prior to their introduction. Discussion papers were 
published, there were consultation meetings in Yerevan, and the opinions of medical personnel 
in the regions were also sought. Although the process did not have a high media profile, 
parliamentary debates were detailed and heated. The following reforms have been 
implemented:  
 
 
July 1994: new system of post-graduate medical education approved specifying the length of 
training for each speciality (1–4 years); 
 
February 1995: Act on decentralisation and the introduction of self-financing autonomous 
enterprise status, initially as a one year pilot scheme in seven hospitals, but subsequently 
extended to the whole health system following positive evaluations;  
 
December 1995: Law on the licensing of all health care providers (physicians and institutions) 
to take effect from 1 April 1996; 
 
December 1995: National programme and Action Plan for Nursing and Midwifery; 
 
February 1996: Ministry of Health approval of nursing and midwifery education programme 
(three-year basic training with a further two-year specialisation for midwives); 
 
January 1996: (to take effect from 5 March 1996) introduction of the payment of hospitals and 
doctors providing for the shift to out-of-pocket payments for much of the population, and 
defining the basic package of care and the categories to be covered. 
 
It is not possible to comment on the success of the reforms at this stage but they are supported 
by the President and the heads of each region, who are appointed by the President. There is a 
political consensus backing the process and it is well placed to succeed. 

Health for All Policy 

The Ministry of Health places considerable importance on the objectives of the Health for all 
policy and is attempting to introduce relevant programmes as and when possible. To date the 
following steps have been taken to realize the policy’s aims: 
 
• Primary health care has been identified as a priority area and the National Institute of Health 

elaborated a programme for the development of the primary sector in 1995. 
• A national environmental health action plan was agreed by the Department of Hygiene and 

the Institute of Labour and Occupational Medicine in March 1996 
• Programmes targeted at the areas childhood and maternity have been carried out by the 

Ministry of Health’s Department of Maternal and Child Health (i.e. breastfeeding, 
diarrhoea) and children and pregnant women are covered by the basic package. 

• Health promotion and health education initiatives are being developed and the Ministry of 
Health is trying to encourage health seeking behaviour. 

• Future steps to Armenian Health Policy were successfully discussed during the Armenian 
National Health Policy Conference in May of 1999.  The conference involved a high level 
intersectoral Armenian leadership as well as WHO representatives and consultants. 
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Reform Implementation 

The introduction of the most significant components of the reform process only took place on 
5 March 1996. it is impossible therefore, to comment on the successes of the implementation 
process or the obstacles encountered. Certainly there are likely to be difficulties in the 
introduction of such radical change and it is unclear how well hospitals will cope with added 
managerial responsibilities. However, the whole package is being pushed forward by the 
Ministry of Health and the National Institute of Health and has generalized political support, 
despite some delays in securing agreement for certain items of legislation. While there are 
enormous challenges facing the whole Armenian health system, there appear to be few, if any 
alternatives to pushing ahead with the restructuring envisaged.  
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Conclusions 

The Armenian health system has introduced radical reforms which accept that health care can 
no longer be provided free and on demand to the entire population. The incorporation of direct 
out-of-pocket payments into the funding system obviously undermines the principle of equity. 
The government have ensured that a basic package of care are still available to the most 
vulnerable groups. There are concerns about the possible impact of these measures on health 
status in the short term. However, in the long term the emphasis on primary care, health 
promotion and preventive measures may lead to a generalized health gain. 
 
In the longer term, health service efficiency should certainly be enhanced by the reforms, in 
spite of serious short term problems. Doctors and nurses now have incentives not only to treat 
more patients but to ensure patient satisfaction and hospital management have a clear interest in 
prescribing levels and cost-effectiveness. Over-provision will disappear as the new funding 
mechanisms take effect. 
 
Consumer choice has been extended through private payments, with some private services 
emerging in drug retailing and dentistry and all patients being guaranteed a right to choose their 
doctor. However, the gatekeeping role has been introduced and access to secondary care is to 
be restricted to those with a referral from a primary care physician. It is also clear that choice 
will be undermined by the need to pay out-of-pocket for health care services. Quality of care 
should improve as medical staff come to appreciate their pay is now linked to the number of 
patients who choose to consult them. Changes in the education, training and licensing 
procedures will also promote quality of care and lead to the exclusion of doctors who do not 
meet certain standards and the closure of sub-standard hospitals. 
 
The prospects for health status as well as the health care system are inextricably linked with the 
future success or failure of the Armenian economy. Secure electricity supplies have recently 
been restored and Armenian industry may now recover, generating additional funding for health 
services. The entrepreneurial skills of the population may also swell tax revenues in the long 
term. More funding would allow the Ministry of Health to extend the basic package and devote 
additional resources to primary health care. In the meantime the Ministry of Health has focused 
on establishing an affordable system in which quality of care can be guaranteed.  
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