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ECONOMIC ANALYSIS 
 
A. Macroeconomic Development 

1. Following the global financial crisis in 2008, Armenia’s debt situation deteriorated 
sharply. The local economy shrank in 2009 as a consequence of the collapse of remittance-
financed construction and lower commodity prices, with gross domestic product (GDP) 
contracting by 14.1% over the year. The inflation rate increased from 3.4% in 2009 to 8.2% in 
2010 and slowed to 7.7% in 2011. In 2010, economic conditions improved. GDP grew 2.1% in 
2010 and more robustly by 4.5% in 2011. Growth is projected to be 3.8% in 2012 and 4.2% in 
2013,1 while inflation is projected to be 4.1% in 2012 and 4.5% in 2013.2 Contributing factors to 
growth included an increase in manufacturing, mining, and services as well as a rebound in 
agriculture, alongside timely policy rate hikes, budgetary spending restraint, and global price 
developments.  
 
2. Remittance inflows (money transfers of individuals received from abroad through 
Armenian commercial banks) rebounded after dropping 30.6% in 2010, and comprised 16.8% of 
GDP in 2010, with 82.1% coming from the Russian Federation, 5.2% from the United States, 
and the remainder largely from the European Union.3 During 2011 aggregated remittance 
inflows increased 19.6% compared to 2010, with 21.9% of the increase coming from the 
Russian Federation. This large share of remittances as a proportion of GDP and the 
concentration of flows from the Russian Federation4 pose a potential risk to the performance of 
the Armenian economy and financial stability.  
 
3. Net foreign direct investment inflows in 2011 decreased to 4.4% of GDP from 6.0% in 
2010. As investment in telecommunications and energy projects winds down, mining becomes 
the prime destination for foreign direct investment. Reforms to develop a more business-friendly 
environment are expected to take hold gradually and contribute to an increase in foreign direct 
investment flows. Exports of merchandise fell 32.7% in dollar terms in 2009 but increased 
57.0% in 2010 and 39.2% in 2011, while projections are for 8.0% growth in 2012.5 Raw 
materials—minerals and metals—constituted 60% of exports in 2010. High commodity prices 
and improved macroeconomic conditions in the Russian Federation have contributed to the 
recovery in exports. The current account deficit increased from 6.4% of GDP in 2007 to 11.8% 
in 2008 and to 15.8% in 2009. The deficit started to improve in 2010 to 14.7% of GDP and 
further to 10.9% in 2011. Led by growth in remittances and exports, the current account deficit is 
projected to fall to 10.0% in 2012 and to 8.7% of GDP in 2013.6  
 
B. Fiscal Sustainability 

4. The government moved away from external sources of funding toward domestic funding 
from 1999 to 2008 as the dram appreciated, bringing the government and government-
guaranteed debt (the public debt ratio) down to 16.1% of GDP in 2008.7 In the wake of the 
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global financial crisis, however, the government borrowed heavily from external sources to 
support the economy, and the public debt ratio more than doubled in 2009 to 40.2% of GDP. 
The ratio of central government debt to GDP rose slightly to an estimated 43.0% by the end of 
2011, from 39.2% the previous year, which is still within the 50.0% ceiling stipulated by the 
Public Debt Law. About 86% of all public debt is external, with domestic debt held mainly by 
banks. Much of this borrowing was, and still is, at subsidized rates. The fiscal deficit increased 
sharply in 2009 to 7.6% of GDP from a low of 0.7% in 2008. In 2010 the fiscal deficit improved 
again to 5.0% of GDP, and for 2011 it is expected to have improved further to 3.1% of GDP. 
The government plans to implement comprehensive tax measures in 2012 and complete a tax 
strategy paper to lay out reforms for 2013–2015. The tax package8 (excises, income taxes, 
mining) aims to raise the relatively low revenue–GDP ratio by 0.6 percentage points, improve 
efficiency and equity, and help ease spending restraints while fiscal consolidation is continuing. 
Higher tax revenues are needed to safeguard priority social and capital spending. The absence 
of additional tax revenues will necessitate further spending restraint in 2013 and beyond. 
 
C. Business Environment: Access to Financial Services 

5. The government is trying to increase competitiveness by reducing corruption, enabling 
competition, strengthening the civil code and judiciary, and taking steps to diversify the 
economic base to reduce reliance on minerals and metals. Reforms include improved tax 
administration (such as risk-based approaches for audit, customs, and value-added tax refunds, 
and improved taxpayer services); easing regulations, inspections, and procedures; and stepping 
up anticompetitive enforcement actions. Further steps are planned to increase transparency and 
reduce the cost of inspections, registration, tax filing and compliance, customs declaration, legal 
proceedings, and contract enforcement.   
 
6. According to financial market development indicators, the Armenian market is seen as 
competitively disadvantaged. In the overall competiveness index, and relative to other countries 
in Central and West Asia, it ranks 92nd out of 142 countries,9 before Tajikistan, Pakistan, and 
the Kyrgyz Republic. When compared to other countries in Central and West Asia as well as to 
two benchmark countries—Estonia and Latvia—the soundness of Armenia’s banks ranks well. 
Similarly, the affordability of financial services rank well for doing business, while the availability 
of financial services and ease of access to loans rank lower, with corruption the most 
problematic among the indicators ranked. Considering the relative rankings of Armenia versus 
Estonia and Latvia, Estonia ranked 33rd overall, the highest ranked country in Eastern Europe, 
and Latvia ranked 64th. Armenia ranks below Estonia on all indicators of development for 
financial markets, and below Latvia, with the exception of the soundness of banks. The gap in 
ranking on the soundness of banks indicator is relatively small between Estonia (57) and 
Armenia (69), but Latvia trails both at 115. With reference to other development indicators, 
Armenia fares less well, ranking 110th for regulation of securities exchanges and 120th for 
financing through local equity market (Estonia ranks 39th and 60th on these indicators, while 
Latvia ranks 71st and 104th). This suggests that the capital markets in Armenia are not yet been 
an important contributory factor to economic growth. Also, financial services rank lower for 
availability and affordability. 

 

                                                                 
8
 Key measures include a new mining royalty, increased income and payroll taxes on high-income earners, higher 

excise and presumptive taxes across a range of goods, transfer pricing and thin capitalization provisions, and gains 
from ongoing tax administration improvements (approved by the Armenian Parliament). 

9
 World Economic Forum. 2011. The Global Competitiveness Report 2011–2012. Davos. 



3 
 

D. Finance Sector: Structure and Development 

7. Armenia’s finance sector is small and unsophisticated. It is dominated by 21 banks, 
which at the end of 2011 had total assets of AMD2,067 billion ($5.37 billion), or about 92% of 
total financial system assets. Other participants in the finance sector included 32 universal credit 
organizations (UCOs), 8 insurance companies, 4 insurance brokerage firms, 123 pawnshops, 
231 exchange offices, 1 legal entity currency dealer, 10 money transferring companies, 6 
organizations dealing with processing payments, 8 investment companies, a stock exchange 
(the NASDAQ OMX Armenia), the Armenian Central Depositary, and 14 reporting issuers. The 
Central Bank of Armenia is the single regulator and supervisor of the finance sector.10 
  
8. At the end of 2011, bank deposits equaled 20.4% of GDP (17.3% at the same time in 
2010) and broad money stood at 29.5% of GDP (26.0% in 2010). The indicator of money 
outside the banking system, as a percentage of broad money, was 53.0% at the end of 2011, 
which may suggest a low level of trust in the banking sector and a preference to hold cash. 
 
9. At the end of 2011, loans made by banks equaled 33.3% of GDP, which was up 
significantly from 27.1% at the end of 2010. Bank loans to households equaled 37.79% of total 
bank loans, of which 35.20% were denominated in foreign exchange.11 Although risks to the 
financial standing of households are considered manageable as a result of economic growth 
and the low household debt burden on commercial banks’ books, foreign exchange risk is 
considered the main exposure for households with mortgage loans.12 Consumer and mortgage 
loans to households from banks increased by 30.1% during 2011. Mortgage lending, which has 
slowed markedly since 2009, accounted for 9.2% of the total bank sector loan portfolio at the 
end of 2011. At the same time, household liabilities to UCOs grew by 36.2% and to pawnshops 
34.0%, indicating that households may be more easily funded by UCOs and pawnshops than by 
banks, albeit at less favorable borrowing rates. The ratio of banking system assets as a 
percentage of GDP had increased to 54.7% by the end of 2011.  
 

1. Banks  

10. Fifteen of the 21 Armenian banks have majority foreign ownership, including by 
international financial institutions.13 They weathered the global financial crisis well because of 
their strong capitalization, sound liquidity profiles, and low integration with international financial 
markets. Banks have generated growth in assets, liabilities, and capital, as well as in net profits 
(Table 1). While the subsector remains well capitalized, profits declined in 2011 and 
nonperforming loans rose, but are still at acceptable levels (Table 2). This is mainly attributable 
to an increase in foreign exchange lending (which equaled 61% of total bank loans at the end of 
2011, 57% in 2010, 51% in 2009, and 38% in 2008). While high credit growth rates may not be 
surprising given the recovery from the global financial crisis and Armenia’s generally low debt–
GDP ratio, foreign exchange lending could pose risks, especially to micro, small, and medium-
sized enterprise (MSME) borrowers who generally do not have foreign-exchange-denominated 
cash flows. Rapid credit growth and competition may also have contributed to lower lending 
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standards. The Central Bank of Armenia has taken steps to manage foreign exchange risks, 
including placing limits on net open positions, higher risk weightings, provisioning for foreign 
exchange loans, and reserve requirements for both foreign currency (12%) and local currency 
(8%) deposits to be held in local currency. Currently, high capital adequacy ratios are expected 
to continue to fall, albeit at a slower pace, as credit portfolios expand. In addition, there are risks 
to the subsector associated with loan concentration by top borrowers, which is a common 
feature across Armenian banks because of the structure of the economy, and poor corporate 
governance, including absence of independent directors, and the lack of a clear line of 
separation between management and ownership in decision making. Risk management 
frameworks and processes in most banks are also still evolving.14 

 

Table 1: Assets, Liabilities, Capital, and Profit in Banks and Universal Credit 
Organizations, December 2010–December 2011 

Item 

Total assets 
(y-o-y, % 
change) 

Total liabilities 
(y-o-y, % 
change) 

Total capital 
(y-o-y, % 
change) 

Current retained 
profit/loss  
($ million) 

Previous period 
profit/loss 
($ million) 

Banks 32.4 37.8 11.6 81.5 139.9 

UCOs 42.0 50.3 30.2 7.2 15.3 
UCO = universal credit organization, y-o-y = year on year. 
Source: Central Bank of Armenia. 

 

Table 2: Financial Soundness Indicators for Banking System  
(%) 

Item Dec. 2008 Dec. 2009 Dec. 2010 Dec. 2011 

Regulatory capital to risk-weighted assets 27.5 28.3 22.2 18.3 

Nonperforming loans to total gross loans 4.4 4.8 3.1 3.4 

Return on assets 3.1 0.7 2.2 1.9 
Return on equity 13.6 3.4 10.2 9.8 
Liquid assets to total assets 23.8 34.2 29.5 27.9 

Liquid assets to short-term liabilities 103.1 142.1 131.5 120.8 

Foreign exchange liabilities to total liabilities 55.1 67.6 64.9 63.3 
Dec. = December. 
Source: Central Bank of Armenia and IMF. 

 

2. Universal Credit Organizations 

11. Armenia’s 32 UCOs primarily provide microfinance, start-up finance, mortgage lending, 
and other niche financial products. They are also seen as important players in the finance sector 
because of their ability to quickly develop and deliver new financial product to new or 
underserviced markets, and hence introduce competition for the banks. UCOs comprise the 
second largest subsector in Armenia’s financial system, with total assets of AMD124 billion 
($322 million), or about 5.5% of total financial system assets, at the end of 2011. UCOs cannot 
take deposits from the public and generally charge higher interest rates for loans (on average 
20.7% compared to 16.1% charged by banks).15 Total assets of UCOs increased by a 
significant 42.0% during 2011, while liabilities rose by an even larger 50.3% and capital 
expanded by 30.2%.16  
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12. The five largest UCOs in terms of total assets are National Mortgage Company, with 
AMD17.05 billion at the end of 2011 (or 13.40% of total assets held by UCOs), followed by 
Novak with AMD16.24 billion (12.80%), Finca with AMD15.32 billion (12.04%), Aregak with 
AMD11.58 billion (9.11%), and AGBA Leasing with AMD8.14 billion (6.41%). Other UCOs 
include 11th-ranked SME Investments (wholly owned by the government's SME Development 
National Centre [SME DNC]) with AMD4.36 billion (3.43%) and 18th-ranked CARD AgroCredit 
with AMD1.78 billion (1.40%), which is a potential participating financial institution in the 
Women’s Entrepreneurship Support Sector Development Program.17  
  

3. Securities Market  

13. At the end of 2011, in addition to the 21 banks providing investment services, there were 
eight investment companies offering professional services in the Armenian securities market. 
Total equity in the investment companies was AMD3.23 billion ($8.4 million) and total assets 
were AMD21.83 billion ($57.0 million). Two self-regulatory organizations were in operation: the 
Central Depository of Armenia, and NASDAQ OMX Armenia, which organizes foreign currency 
and securities trading. The securities of 14 reporting issuers were listed on NASDAQ OMX 
Armenia and, of these, four were banks accounting for 26% of equity shares. The total volume 
of bonds issued was AMD3.5 billion ($8.9 million). The volume of securities issued and traded 
on the stock exchange during 2011 was AMD52.9 billion ($138.1 million).18  
 
14. Government bonds comprise the largest share of securities trades and repurchase 
agreement (repo) transactions. The equity market remains small, with low equity capitalization. 
The corporate bond market is very shallow and became practically nonexistent after March 
2009. The volume of domestic debt in Armenia has been gradually increasing since 2002. More 
importantly, although the share of domestic debt relative to GDP fell through to 2005, it has 
increased steadily since 2007. However, market participants observed that the government 
bond market accounts for most of this growth as the corporate market has declined since 2009. 
Fallout from the devaluation in March 2009 saw activity in the corporate bond market decline, 
with only four new issues that year, followed by two each in 2010 and 2011. The collapse in 
issuance resulted from demand for dram-denominated securities evaporating in the aftermath of 
the devaluation. Indeed, at present there are only six corporate bonds on the Secondary List (B) 
of NASDAQ OMX—three of these being for one company, Shen Concern—with one bond listed 
on the Free Market (C). 
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