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A Changing Environment



Global growth prospects are weakening

Real GDP Growth of Trading Partners
(Arrows represent direction of revision since April 2018 WEO)
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The recent surge in commodity prices is expected to fade
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Advanced economies: monetary and financial conditions
generally supportive of growth
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Source: IMF World Economic Outlook.
1/ Expectations are based on the federal funds rate futures for the United States, the sterling overnight interbank average rate
for the United Kingdom, and the euro interbank offered forward rate for the euro area



Emerging market economies: tighter financial conditions

with localized pressures

— Emerging Europe — (hina
Emerging Asia excluding China — Latin America

14- 2. Ten-Year Government Bond Yields® -
12' (Percent) -

2013 14 15 16 17 Sep.

Source: IMF World Economic Outlook.

40 - 1. Net Flows in Emerging Market Funds mm Bond — EM-VXY

30- (Billions of US dollars) Taper == Equity -
20 - tantrum -
10-

_‘“:]__

_2[]__ Gr.El.Ek Irish 15LECB -
D oSSt LTROs China equity US presidential -

—30- market sell-off election

—40 I I | l l 1 1 1

2010 11 12 13 14 15 16 17 Aug.
18



Risks are tilted to the downside

* Trade tensions (USA, NAFTA, China, UK, EU)
* Financial tensions

* QOther factors



Regional Outliook



Modest growth underway, with some variation
across countries

Real GDP Growth
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Armenia: GDP growth has decelerated

Armenia: Contributions to Real GDP Growth Armenia: Contributions to Real GDP
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Improved external and fiscal balances due to
higher oil prices and fiscal consolidation

Current Account Balance
(Weighted average, percent of GDP)
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Note: For Kazakhstan, the overall fiscal balance excludes the one-time fiscal
transfer to the financial sector in 2017.
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Armenia: current account deficit has widened

Armenia: Current Account Balance
(In percent of GDP)
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Armenia: remittances have been declining

Armenia: Remittances
(Index, Jan 2010=100, SA)
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Armenia: REER has appreciated

+———— AMD Appreciation

Armenia: AMD Exchange Rate Against Selected Currencies
(Index, September 2017=100)
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Armenia: FDI remains subdued
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Armenia: Net FDI by Main Sub-Sectors
(In billions of AMD)
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Armenia: fiscal consolidation continues

Armenia: Fiscal Outcome Armenia: Public Debt
(In percent of GDP) (In percent of GDP)
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Weak banking sectors hold back credit growth

Credit to the Private Sector
(In percent of GDP, Index: 2014 = 100)
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Armenia: financial sector has been supporting

economic growth

Credit growth and NPL
(In percent)
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The region faces multiple and intertwined risks

Commodity Reform
prices fatigue
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Direct impact from trade tensions potentially small,
but indirect effects could be large

Exports of Goods 2017 Exchange rate versus Turkish Lira
(Percent of GDP) (National currency per Turkish Lira, September 2017 = 100)
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Fiscal risks have been rising in some countries

Gross General Government Debt Syndicated Loans and Bonds Maturing in
(Percent of GDP) 2019-23
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Addressing near-term challenges



External developments will limit monetary policy

choices
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Armenia: inflation is close to the CBA tolerance
range

Armenia: Inflation Developments Policy, Deposit and Lending Rates
(In percent, 12-month) (In percent)
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Fiscal adjustment should be more equitable and
growth-friendly
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Composition of expenditure items
(Averages 2017, percent of non-oil GDP)
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Sources: IMF World Economic Outlook, national authorities, and IMF staff calculations.

General government revenue

(2017, percent of GDP)
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Need to focus on high-quality investment in human and
physical capital

Student Performance Health Efficiency Frontier Total Investment Needs,
(Latest Available TIMSS or PISA (Last available value) 2018 — 22
scores, simple averages) (Percent of GDP per year)
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Higher and More Inclusive Growth



Catching up will take nearly twenty years at forecast

growth rates

Time to Achieve Emerging Europe or

Low-Income Threshold per capita GDP
(Years)
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Need to create a more dynamic private sector

Business Entry Density Rate Credit to Government and Public Non-
(Number of newly registered firms with limited Financial Sector and Total Credit in 2017
liability per 1,000 working-age people, average) (Percent of total banking credit, in percent of GDP)
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Structural reforms key to boosting private investment

Contribution to Real GDP Financial Development Rule of Law
Growth (Financial Development Index, 2015) (From —2.5 (weak) to 2.5 (strong)
(Simple averages, percentage points) governance performance, 2016)
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The IMP’s role in supporting reform

Policy Advice Fund Financing to the region

Since 2012:
» Six programs
* Nearly $1 billion

dollars lent

Building Resilient Banking
Sectors in the Caucasus
and Central Asia

Mercedes Vero-Martin, Tarak Jardok
Robert Fehoicdze, Juan Trevino,
and Helen Wong Wegner

No. 18/08

Technical Assistance
(Person-Days of Field Delivery)

2,000
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Average FY2016 FY2017
FY2011—15
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Takeaways

= Growth picked up in 2017-18, but is expected to moderate over the medium term.
= Policy should focus on managing risks in the near term...

= ... and reforms to raise growth in the long term
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To download the latest economic reports, please visit

http:/lwww.imf.org/en/Publications

IMF Armenia Website

http://www.imf.org/en/Countries/ResRep/ARM

33



