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ECONOMIC ANALYSIS (SUMMARY) 

A. Recent Economic Developments 

1. Gross domestic product dynamics. Armenia experienced remarkable economic growth 
from about the mid-1990s until 2008.1

 From 1998 to 2008, its gross domestic product (GDP) per 
capita more than tripled in constant dollar terms.2 The GDP growth rate reached a record high 14% 
in 2003, prompting the more optimistic observers to label Armenia a “Caucasian Tiger”.3 Starting 
from 2004, the actual real GDP level exceeded the potential GDP, creating a large positive, and 
increasing, output gap of about 10% of GDP (Figure 1).4  
 

       

2. During this period, growth was driven mainly by non-tradable sectors, in particular by 
construction, which was fueled by significant remittance inflows and, to a lesser extent, foreign direct 
investment (FDI). Construction was growing on average by 28% a year between 2002 and 2008 in 
real terms (Figure 2), and contributed close to a third of total GDP growth during that period. This 
rapid growth reflected investments in various infrastructure projects, demand for better housing in 
the post-Soviet period, real estate and speculative investments, and currency appreciation. 

3.  The economic crisis of 2008–2009 exposed the vulnerabilities of the Armenian economy, 
when foreign exchange inflows—exports, remittances, and FDI—declined sharply. The construction 
sector plummeted by about 40% in 2009, and accounted for more than three-quarters of the 14.1% 
collapse in GDP that year.5 The government undertook a wide range of measures in response to the 
crisis, including initiation of large infrastructure projects and enhancement of social protection 
programs.6 As a result, real GDP resumed growth at 2.2% in 2010, 4.7% in 2011, and 7.2% in 2012. 
While mitigating the social impacts of the crisis, the government measures resulted in a sharp 
increase in public external debt (see below).  

4. Economy’s structure. Agriculture is still a large sector, comprising a fifth of GDP at factor 
cost and employing about 40% of the labor force. Industry, with its key subsectors of mining, 

                                                
1
  This summary is based on an extended analysis by the Asian Development Bank (ADB)—Economic Analysis: 

Background Study (available upon request).  
2
   With a current GDP per capita of about $3,400, Armenia is now classified as a lower middle-income country. World 

Bank Country Classification (http://data.worldbank.org/about/country-classifications). 
3
  S. Mitra et al. 2007. The Caucasian Tiger: Sustaining Economic Growth in Armenia. Washington, DC: World Bank.  

4
   The potential GDP is computed using the Hodrick-Prescott Filter (footnote 1). 

5
  The fall in GDP experienced by Armenia was one of the largest in the world in 2009, surpassed only by Latvia (–18%), 

Ukraine (–14.8%), and Lithuania (–14.7%). According to a survey by Armenia’s Economy and Values Research Center, 
70% of the population and 90% of entrepreneurs felt the adverse impacts of the crisis. 

6
  ADB. 2010. Armenia: Crisis Recovery Support Program. Completion Report. December. Poverty Analysis (Summary, 

accessible from the list of linked documents in Appendix 2). 
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Domestic Product (AMD million) 

 

 

 

Figure 2: Construction Sector Value–Added 
Growth Rate, Year–on–Year (%) 

Source: NSS and ADB 

staff computations 

Source: NSS. 
GDP: gross domestic product. 
Source: National Statistics Services (NSS) data and ADB 
staff computations. 

http://data.worldbank.org/about/country-classifications
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metallurgy, and foodstuff and beverages (including the famous Armenian brandy), comprises about 
19%. Construction accounts for about 12%, and services for about 48% of GDP at factor cost. The 
diamond-processing and jewelry industry, an important subsector in the past, now amounts to 2% of 
total manufacturing. While mining accounted on average for 2.6% of GDP in 2010–2013, mineral 
products comprised about a third of the country’s total exports. On the demand side, private 
consumption is a major component of GDP. Private investment as a share of GDP had been 
growing steadily since the early 2000s, but dropped sharply during the 2009 crisis, and has yet to 
recover to the pre-crisis level. Armenian imports of goods and services traditionally far exceed 
exports; in 2013, net exports were –21% of GDP.  

5. One salient feature of the Armenian economy is its significant informality. A recent paper by 
the International Monetary Fund (IMF) estimated the informal economy at 35% of GDP in 2008, 
higher than in any other country in Central Asia and Caucasus.7 Factors that contribute to this are 
mainly of an institutional nature: “regulatory burden on financial and product markets” (46% 
contribution), “institutional quality” (29%), “labor rigidities” (15%), and “tax burden” (11%). These 
factors provide existing companies with unfair advantages, restrict competition, and underpin 
monopolization of some markets. 

6. Inflation. Average annual inflation more than 
doubled from 2.6% in 2012 to 5.8% in 2013, largely 
reflecting the impact of energy price hikes and lagged 
effects from severe storms in the second quarter of the 
year.8 The 12-month inflation rate, which peaked at 
9.3% in August 2013, declined gradually to 5.6% in 
December, slightly above the Central Bank’s target 
band of 4±1.5% (Figure 3). Inflation has been declining 
throughout 2014, reflecting lower demand in the 
economy. The Armenian monetary policy is 
underpinned by an inflation targeting framework. 
 
7. Fiscal Developments. During the pre-crisis 
period (2003–2008), fiscal deficits ranged between 1% 
and 3% of GDP, and the ratio of public external debt to 
GDP stood at 13.6% in 2008.9 The government 

implemented an anti-crisis fiscal program in 2009, which resulted in a significant widening of the 
fiscal deficit, from 0.7% of GDP in 2008 to 7.6% in 2009. As growth recovered, the fiscal deficit was 
controlled through strong fiscal consolidation, including a cap on capital expenditures. According to 
official estimates, the budget deficit narrowed to 1.5% of GDP in 2012 and to 1.7% in 2013, below 
the planned 2.6% target in the Medium-Term Public Expenditure Framework for 2012–2014. The 
framework directs government spending on social infrastructure and a social safety net in the 
medium term, and the general government deficit is projected at 2.4% for 2014.10 A mandatory 
funded pension system was introduced in January 2014, but the rollout came to a halt when the 
Constitutional Court declared the key provisions of the new pension law as unconstitutional. 

                                                
7
  Y. Abdih and L. Medina. Measuring the Informal Economy in the Caucasus and Central Asia. IMF Working Paper 

WP/13/137. May 2013.  
8
  Given that natural gas is used for about a third of electricity generated in the country, such a hike in import prices had 

repercussions for many goods and services in the economy. 
9
  Armenia’s ratios of revenue to GDP and tax to GDP were among the lowest in the region, however: less than 23% 

(revenue) and 17% (tax) of GDP. (IMF. 2010. How do Armenia’s Tax Revenue Compare to Its Peers? 
http://www.imf.org/external/ country/ARM/rr/2010/090110.pdf). The low tax collections restrained the government’s 
ability to spend on social sectors and public infrastructure projects.  

10
  Ministry of Finance. Medium-Term Public Expenditure Framework of the Republic of Armenia for 2012–2014. Yerevan. 
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8. Public debt. As of end-2013, Armenia’s 
government debt was about $4.6 billion, or 44% of 
GDP, the bulk of which was external debt (Figure 
4).11 The public external debt rose significantly in 
2009 (35.7% of GDP), when authorities borrowed 
from multilateral and bilateral donors to counteract 
the effects of the economic crisis.12 About 80% of 
the public external debt is owed to multilateral 
creditors—the share of the Asian Development 
Bank (ADB) in the latter is 10%—and about 17% 
to bilateral creditors.13 Most of the government 
debt is long-term. Armenia has a sound public 
debt management strategy (para. 16).14  
 
9. External accounts. Despite being a World 
Trade Organization member since 2003 and 
having an overall liberal trade regime, geopolitical constraints have negatively impacted the 
volumes, directions, and patterns of trade (para. 20). Currently, about half of Armenia’s exports are 
mineral products and base metals, followed by agricultural and food products. Imports are about two 
to four times larger, and more diverse, than exports; they are mainly mineral products, machines 
and equipment, and consumer goods. In 2013, Armenia exported about 33% to the European Union 
(EU), and about 23% to the Russian Federation.15  
 
10. Armenia’s large gap between national investment and national saving, estimated at about 
13% of GDP on average during 2009–2013, is reflected in the significant current account deficit 
(CAD). After the crisis, it was close to 18% of GDP, but started to subside gradually, reflecting the 
low levels of investment and fiscal consolidation, particularly in 2009–2011 (Figure 5). In 2013, the 
CAD was estimated at 8% of GDP. Since the Armenian economy was growing at double digits 
before 2009, it could afford running large CADs while keeping sustainability of its external position. 
Now, the current account adjustment would need to be driven by the private sector, helped by real 
exchange rate depreciation. 
 

 

                                                
11

  National Statistical Service (NSS). Government Finance Statistics (with Ministry of Finance as a source). 
12

  Other factors that contributed to a higher debt–GDP ratio were a lower nominal GDP in 2009 and a weaker currency. 
13

  Debt to the World Bank, IMF and the European Union comprised about 57%, 6%, and 3%, respectively, of the public 
external debt; most bilateral debt was to Japan (JICA, 10.6%) and Germany (KfW, 4.6%). Ministry of Finance. 2014. 
Bulletin on Public Debt of the Republic of Armenia. Yerevan (September). 

14
  According to the law on public and publicly guaranteed (PPG) debt, the PPG debt at the end of any year shall not 

exceed 60% of GDP, and whenever it exceeds 50% of GDP, the state budget deficit for the next year shall not exceed 
3% of the average GDP of the previous 3 years. Law on State Debt (approved on 26 May 2008 and revised later); 
unofficial translation. 

15
  The share in imports from the People’s Republic of China is growing, accounting for about 5% of total imports in 2011–

2013, from less than 1% in 2003. NSS. Foreign Economic Activity. 2012, and Socio-Economic Report for 2013. 
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11. Remittances. Remittances play an important role in the Armenian economy. They averaged 
around 16% of GDP over 2007–2013: about 38% higher than total exports, twice as high as the FDI 
inflows, four times higher than the official government inflows, and eight times higher than bank 
inflows (Figure 6).16 The bulk of the remittance inflows (80%–90%) is coming from the Russian 
Federation.17 Remittances appear to amplify the business cycle in Armenia, and they exhibit a 
significant volatility. Importantly, lagged Russian GDP has the largest impact on remittances. An 
earlier ADB study on remittances and poverty in Central Asia and the South Caucasus found that 
more than a quarter of Armenian households received remittances, and remittance receipts on 
average accounted for almost half of their total incomes in 2006. The ADB study further found that 
remittances most likely reduced income poverty.18 
 
 

  
 

 

12. Foreign direct investment. The large and persistent CAD in Armenia is mainly financed by 
FDI, and government and banking sector borrowing.19 FDI started picking up from early 2000s, and 
averaged about 7% of GDP in recent years. Much of it was directed to diamond-processing and 
telecommunications as a result of a privatization program. Currently, the Russian Federation is a 
predominant player in FDI (para. 22).  
 
13. Exchange rates. Armenia maintained a floating exchange-rate system with no explicit 
exchange-rate targeting, with the US dollar as the reference currency. The dram appreciated from 
2003 to 2008, by about 60% in nominal terms and 45% in real effective terms, reflecting large 
foreign exchange inflows from remittances and FDI, the Central Bank’s control of inflation, and the 
general US dollar weakness at the time (Figure 7). Prior to the dram devaluation in March 2009, the 
IMF estimated that the currency was overvalued by about 20%–30%.20 A stronger dram in those 
years made Armenian products (mostly food processing and other export-oriented manufacturing) 
less competitive in the Russian Federation and other markets, and as a result, the exports–GDP 

                                                
16

  G. Tolosa and A. Ghazaryan. Remittances in Armenia: Dynamic Patterns and Drivers (http://www.imf.org/external/ 
country/arm/rr/2012/062012.pdf). 

17
  It is estimated that 85% of the Armenian migrants work in the Russian construction sector. We note that data on 

Armenian remittance flows is not easily reconciled with either Armenian or Russian migration data. 
18

  Remittances also reduced student absenteeism for economic reasons, had a significant positive impact on expenditure 
on education, and helped recipient households accumulate wealth, which served as a buffer against adverse income 
shocks. ADB. 2008. Remittances of International Migrants and Poverty in Armenia. Consultant’s report. Manila 
(TA 6315-REG); and ADB. 2008. Econometric Analysis of Impacts of Remittances on Household Behavior, Poverty 
and Inequality in Armenia, Azerbaijan, Kyrgyz Republic and Tajikistan. Consultant’s report. Manila (TA 6315-REG). 
Also see Poverty Analysis (Summary), accessible from the list of linked documents in Appendix 2. 

19
  The inflows are predominantly of a long-term maturity, and the public sector borrowing is mainly on concessionary 

terms; short-term volatile flows, such as portfolio investments, are negligible. 
20

  N. Oomes, G. Minasyan, and A. Stepanyan. In Search of a Dramatic Equilibrium: Was the Armenian Dram Overvalued? 
IMF Working Paper WP/09/49. March 2009. 
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ratio decreased by more than twice. In addition, the stronger dram affected numerous households 
who received remittances, most of which is in US dollars.  

14. Dollarization. A large share of Armenia’s banking sector assets and liabilities is held in 
foreign exchange. Comprising an extremely high share—about 80%—in both deposits and loans in 
the early 2000s, it started to gradually decline in the second half of that decade, to around 40%, 
along with rapid appreciation of the dram. After the 2009 crisis and dram depreciation, both deposits 
and loans have again become increasingly dollarized; currently, almost two-thirds of them are 
foreign-exchange denominated. 
 
15. External debt. At the end of 2013, Armenia’s total nominal external debt was estimated at 
$8.4 billion (or 79% of GDP), of which about half (or 37% of GDP) was PPG debt (para. 8). Private 
sector debt build-up was rapid: by the end of 2012, the stock of banking and corporate sector debt 
had increased almost sixfold from 2003; banking sector borrowing in particular increased 
significantly (e.g., the stock of debt increased by 182% year on year in 2007). Banking sector debt 
comprised about a quarter of total external debt (or about 19% of GDP). Much of the private sector 
debt consists of long-term lending to the banking sector from parent banks, intra-company lending, 
and long-term loans to other sectors of the economy. 

 
16. The IMF–World Bank Debt Sustainability Analysis considers Armenia at a low risk of debt 
distress, with the country’s total external debt–GDP ratio expected to decline over the medium term 
under the baseline scenario.21 It can be noted that despite the reasonable levels of public debt 
indicators in the medium and long term under the baseline scenario, in the event of a significant 
adverse economic shock (e.g., on the scale of the 2008–2009 economic crisis), the authorities may 
have less room than in the past for anti-crisis interventions, given the current legal requirement to 
keep the public debt ratio to 60% of GDP.  

17. Future lending terms for the country are projected to harden in view of its graduation from the 
concessionary to the non-concessionary lending windows of the IMF, International Development 
Association (IDA), and Asian Development Fund (ADF), and given the country’s access to 
international capital markets.22  

18. Latest economic developments and outlook. The economy rebounded after the 2008–
2009 crisis, from 2.2% GDP growth in 2010 to 7.2% in 2012, but growth slowed to 3.5% in 2013. On 
the supply side, deceleration occurred in industry, reflecting the adverse effects of steep price 
increases for electricity and imported gas in summer 2013, and in agriculture, because of a severe 
hailstorm that hit several regions of the country that year. Construction fell by about 11%, reversing 
4.8% growth in 2012. In the first and second quarters of 2014, GDP grew, correspondingly, by 3.1% 
and 2.3%, according to preliminary estimates. Growth was driven by agriculture, manufacturing, and 
some services, while mining and utilities declined.23 
 
19. Growth is expected to continue over the medium term, assuming that (i) global economic 
conditions do not deteriorate significantly, (ii) the country’s recent membership in the Eurasian 
Economic Union (para. 22) will not have net adverse effects on the economy, and (iii) the 
government policies for industrial development and export promotion—one of the goals of Armenia 
Development Strategy, 2025—take off in earnest. The risks to this outlook are mostly on the 

                                                
21

  Public external debt is sustainable under the baseline scenario, with the present value of public sector debt peaking 
37% in 2012 and remaining fairly stable until 2022. IMF. 2013. Republic of Armenia: 2012 Article IV Consultation and 
Fifth Reviews Under the EFF and ECF, Staff Report. IMF Country Report No. 13/34. Annex III. Debt Sustainability 
Analysis.  

22
  The World Bank has graduated Armenia from IDA eligibility from 1 July 2014, and the IMF Board has approved 

Armenia’s graduation from the list of countries eligible for concessional funds in March 2013. In July 2014, the ADB 
Board of Directors has approved the reclassification of Armenia for the purpose of access to ordinary capital resources 
and graduation from the ADF resources, effective 1 January 2017. In September 2013, the Armenian government 
undertook it first issuance of sovereign euro bonds ($700 million, 7 years maturity, yield 6.25%). 

23
  NSS (accessed 27 November 2014).  
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downside. Through remittances, exports, and FDI, Armenia is vulnerable to risks to the Russian 
economy. Although the ongoing crisis in Ukraine may not have a direct impact on Armenia,24 it may 
have spillover effects via adverse impacts on the Russian economy (para. 23). Lower remittances 
and other foreign exchange inflows may put downward pressure on the dram.  

B. Regional Integration Issues 
 

20. Economic impact of geopolitical constraints. Geopolitical constraints, combined with the 
economy’s small size and the prevailing governance issues, increase transportation costs and the 
prices of imports, and reduce transit trade and FDI. These factors also exacerbate structural 
weaknesses such as ineffective competition and monopolistic powers in some markets.25 An earlier 
study estimated that overcoming the geopolitical constraints could halve the Armenian trade deficit 
and increase its GDP by 30%.26 Armenia lost all chances to become a transit hub for the region 
when pipelines for the export of Caspian oil and other large regional infrastructure projects were 
being planned in the 1990s. The ensuing geopolitical constraints are hurting the country’s economic 
growth and its inclusiveness; they also increase the country’s vulnerability to external events. In this 
context, the key issue for Armenia in terms of regional economic relations evolves around the 
process of integration with the European Union and with the Russian Federation. 
 
21. Developments with the European Union. Armenia’s relations with the EU are governed by 
the European Neighborhood Policy (2004) and by the Eastern Partnership Program (2009). Armenia 
launched negotiations on the Association Agreement, which included a Deep and Comprehensive 
Free Trade Area (DCFTA), in 2010. The negotiations were finalized in July 2013, with the aim to 
sign the agreement at the November 2013 Eastern Partnership Summit in Vilnius, Lithuania. DCFTA 
included, in addition to liberalization of trade in all areas, harmonization of the trade-related 
legislation with the EU standards and rules, and removal of technical obstacles to trade.27 However, 
the Association Agreement was not signed due to the announced (in September 2013) membership 
of Armenia in the Customs Union of the Russian Federation, Belarus, and Kazakhstan, viewed as 
incompatible with the Association Agreement and the DCFTA.  

22. Economic relations with the Russian Federation and membership in the Eurasian 
Economic Union. Armenia is closely linked with the Russian economy, mainly through the trade, 
remittances, and investments channels. The Russian Federation is the key origin and destination 
market for Armenian exports and imports, accounting for close to a fifth of the respective totals. 
Russia is a major purchaser of Armenian metals and agricultural products, and the principal source 
of Armenia’s imports, supplying much of its machinery, equipment, and energy needs, including 
natural gas, oil and nuclear fuel. Remittances of the Armenian workers employed in the Russian 
Federation constitute another critical link between the two economies (para. 11). The Russian 
Federation also has extensive interests in several strategic areas of the Armenian economy, such as 
energy, transport, and communications.28 In addition to the direct link between the Russian and the 

                                                
24

  For example, in 2013 exports (imports) to (from) Ukraine comprised only 1% (4.6%) of Armenia’s total exports 
(imports). 

25
  Note on Inclusive Growth (accessible from the list of linked documents in Appendix 2). 

26
  Lifting the geopolitical constraints would also create significant trade opportunities for regional partners because of the  

high import content of Armenian exports. E. Polyakov. 2000. Changing Trade Patterns after Conflict Resolution in 
South Caucasus. Washington, DC: World Bank. 

27
  According to one study, the Armenian economy could have had a 2.3% increase in GDP per year in the long run due to 

the DCFTA. Trade Sustainability Impact Assessment in support of negotiations of a DCFTA between the EU and the 
Republic of Armenia. Final Report, July 2013. “EU and Armenia Agree Trade Deal.” European Commission Press 
Release. 24 July 2013. 

28
  Gazprom, the Russian Federation’s state gas monopoly, is now an owner of ARG, Armenia’s national gas distribution 

network, and Russian Railways own a controlling stake in Armenia Railways, to cite just two examples. Over a 
thousand Russian companies are operating in Armenia. 
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Armenian economies, indirectly the Russian Federation also channels the spillovers from the euro 
area, through trade, remittances, FDI, and bank links.29 

23. The Russian economy, already slowing because of structural challenges even before the 
Ukrainian conflict,30 is being further affected by the uncertainties in the current geopolitical situation. 
Capital outflows increased significantly in the first half of 2014 to $75 billion. With declining 
consumption growth, further contraction of investments, and negative investor sentiment, estimates 
of economic growth range between 0.2% in 2014 to a contraction of –0.9% in 2015. However, given 
Russia’s sizable buffers (such as large international reserves and low public debt), a gradual 
resolution of the geopolitical tensions may result in an economic recovery in 2015, estimated at 1% 
by the IMF.31 

24. In September 2013, Armenia decided to join the Customs Union and the Common Economic 
Space (CES) of Belarus, Kazakhstan, and the Russian Federation, and to eventually join the 
Eurasian Economic Union (EEU).32 A road map for Armenia to join the Customs Union and the CES 
was signed in December 2013, and an agreement for Armenia to join the EEU was signed in 
October 2014. Armenia’s economy could potentially benefit in the medium to long term from 
increased trade in goods and services and the enlarged consumer market of the EEU,33 a decline in 
non-tariff trade barriers, more efficient flows of labor and capital, and potentially, greater FDI. In 
addition, the Customs Union accession helped pave the way to a new 5-year gas arrangement with 
the Russian Federation in December 2013, securing a base price of $189/1,000 cubic meter from 
January 2014. However, Armenia’s membership in the CU/EEU may have other effects on the 
economy,34 and full implications of its membership in these regional integration arrangements are 
not yet clear. 

25. In the area of regional economic integration, much will depend on the dynamics of the 
Russian economy and the net effects of Armenia’s membership in the EEU. The key to realizing the 
above-mentioned benefits from this integration would be removal of non-tariff measures, and 
success of domestic policies aimed at improved customs services, rule-based business 
environment, and overall, better governance. The country partnership strategy, with its focus on 
transport, urban development, and energy infrastructure, as well as on knowledge solutions and 
private sector development, is well positioned to assist Armenia in capturing potential economic 
benefits from its integration with the EEU.35 

 

 

                                                
29

  Although the overall risk to the Armenian economic outlook is currently on the downside as discussed above, the links 
to the Russian economy may have had some advantages, too: the Russian Federation benefited from the high oil and 
commodities prices, and it can play a stabilizing role in the event of a domestic economic shock. 

30
  The Russian GDP recorded a 1.3% growth rate in 2013, compared with an average annual 7% in the mid-2000s.  

31
  IMF. Press Release on Conclusion of 2014 Article IV Consultations. 1 July 2014. 

32
  A Treaty on the Establishment of the EEU was signed in Astana on 29 May 2014 by the presidents of Belarus, 

Kazakhstan, and the Russian Federation. The EEU should start functioning from January 2015.  
33

  The EEU common market with three full member countries is estimated at 170 million people. 
34

  These may include a potential increase in the currently liberal tariff protection level of Armenia toward that of the 
Common External Tariff of the Customs Union (and subsequent renegotiations with the World Trade Organization, of 
which Armenia is a member since 2003), higher import prices and higher inflation, and, in the longer run, a substitution 
toward the Russian and Commonwealth of Independent States-based technology in the capital goods market. 

35
  ADB could bring in the experience and best practices from the Central Asia Regional Economic Cooperation Program 

to Armenia, including from its activities in transport, logistics, energy, and trade policy and trade facilitation. 


