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The economy of Armenia is very sensitive to global economic developments. During 

growth phase of the global economic cycle, the Armenian economy grows faster than the 

global economy, and during the recessions  declines deeper. In the last 20 years Armenian 

economy was experiencing twin deficits (current account deficit and state budget deficit) 

which lead to increasing gross external and public debt burden, which, combined with 

private sector debt, has made the economy more vulnerable to shocks.  

So, it is crucial to respond to accumulation of economic vulnerabilities and threats 

with equivalent and timely actions. That is why economic security monitoring system is 

needed based on quantitative criteria as a tool for finding them out and developing 

equivalent policy response - serving as a guide for the macroeconomic policy makers. 

-

prudential rules and monetary policy rules) and in supranational levels (Treaty on the EU), 

the indicators they use are not enough, and they are not always based on the properties of 

RA economy. Therefore, the aim of the research is to find out the factors that impact 

Armenian economy and by assessing thresholds for key indicators develop economic 

security monitoring system.  
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To develop the economic security monitoring system for RA firstly the indicators that 

it includes should be chosen. For that purpose, the research team has done literature review 

on the macroeconomic instability and financial crisis. As a result, it has become clear that 

the macroeconomic instability when accompanied by currency, balance of payments, debt 

or banking crisis, last longer and have more severe consequences.  And if for the first one 

different external and internal shocks can become a source, the others happen in the 

conditions of vulnerabilities that already exist in the economy. Therefore, both analysis and 

study of shocks and vulnerabilities are equally important, which, in its turn is not possible 

without analysis of properties of Armenian economy and channels of transferring shocks.  

The group has revealed that the economic cycle of Armenia is highly correlated with 

the global economic cycle. At the same time, during the last twenty years accumulation of 

risks had taken place, which was expressed in an increase in investments in more risky 

assets, with the increased number of liabilities that exceeds the total capital growth and 

results in the overheating of the market. The governmental debt has significantly increased, 

moreover, if the amount of debt decreased in the result of the adjustments of the fiscal 

policy during 2018-2019, then the tendency to increase the burden for serving the debt is 

still kept.  

Then the research team has analyzed the impacts of the external shocks and channels 

for their transfers in RA economy using the econometric method. The economic growth of 

the partner countries, prices of raw materials (copper) and financial conditions of the global 

markets are defined as sources for shocks. Based on the literature review, the group 

concluded that all those shocks impact on the economy by trade and financial channels 

(investments, banking, assets prices, exchange rate). Remittances are also defined as a 

source of vulnerabilities for the Armenian economy.  

By assessing the impulse response functions of the vector autoregression models it has 

become clear that three analyzed sources are important for the Armenian economy: the 

economic growth shocks that come from the economies of the Russian Federation, EU and 

USA, however, the transfer mechanisms of which have some differences. The shocks that 

come from the economy of Russia are transferred more quickly by the all channels 

analyzed, whereas in the case of the USA, the transfer of the shock is delayed, but has 

more permanent impact. Also, the shocks coming from EU are not transferred by 

investments, exchange rate and assets prices. Both the commodity and financial market 

shocks affect the economy by definite transmission channels. All the shocks affect both 

economic growth and the government debt. All the shocks can generate economic threats 

and affect the economy by time lags. Therefore, they should be monitored by the policy 

makers both for economic forecasts and for designing the policy response.  

The research group has focused on early warning systems for building an economic 

security monitoring system, which were introduced at the end of the last century and got 

more recognition after the global financial crisis of 2008-2009. They are based on 

estimation of indicator thresholds, which signal high probability of a crisis. The aim of these 

systems is to reveal the vulnerabilities of the economy to economic or financial crisis.  

The research group, analyzing the economic literature, has been guided with the best 

international experience and applied the two main methods  the Signal approach and Logit 

model in the research.  
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The Signal approach implies choosing and monitoring of the economic indicators 

which have crisis forecasting power. Following the method, one should choose the 

indicators which provide the best fraction of the noise and efficient forecasts. Even though 

the method is very simple, it was very efficient for 1997-98 Asian economic crisis, and 

continues to be viable although more complex methods are continuously developing. 

The second method implies estimation of logistic regression model with a binary 

variable of crisis, the result of which is used to estimate the probability of crisis.  

To build an early warning system for the threats of Armenian economy an economic 

growth binary variable as a dependent variable, and as independent variables  the 

indicators of economic shocks were chosen. 

The signal approach yielded efficient thresholds, as  in the sample forecasts showed. 

The economic crisis happened in the RA (2009 and 2016) was accurately predicted by VIX 

index, copper price and Russian economic growth thresholds, and US and EU growth rate 

threshold could only predict the 2009 crisis.   

A regression model was also applied as an early warning tool, which was able to 

predict both 2009 and 2016 crises.  

To build an early warning system for financial crisis and to reveal the key 

vulnerabilities of Armenian economy the research group focused on debt and currency 

crises that have happened in Armenia.  

The binary variable of debt crisis was developed guided by the fact that during 1997-

2002 Armenia experienced debt instability and restructured the external loans. The 

research group used the indicators of RA public external debt, RA Government external 

debt, RA gross external debt, debt service, debt structure, as well as balance of payments 

and foreign reserves. The forecast horizon was chosen for two years. The 15 of 16 variables 

had good forecast power. 

The research group has developed a Debt instability index, which is based on the 

signal approach estimates. The index had its peak during 1998-2002, when the RA 

government experienced problems servicing its debt. The second peak was in 2017, when 

the debt to GDP ratio had its historical maximum, and the third peak was in 2009. At the 

end of 2019, the Debt instability index had the lowest level since 2014, which was the 

-cyclical policy in 2020.  

The binary variable of currency crisis was developed based on exchange market 

pressure index based on USD/AMD nominal exchange rate and changes of foreign reserves. 

The research group, based on economic literature, has chosen 19 variables from which 6 

were chosen and for them thresholds were estimated. Particularly the export growth, 

housing price, import growth, interest rate growth, money supply to GDP, and remittances 

growth were chosen.  

It was revealed that during 2020, all the thresholds were exceeded besides the copper 

price growth rate, which reflected the external threats to Armenian economy faced because 

of COVID-19 pandemics. At the same time the growth rate of copper price was at a low risk 

territory, which partly counterbalanced the threats coming from the world. The external 

shocks were paralleled by the decline of Armenian GDP. 

The research group also revealed that the gross external and public debt burden, debt 

service and debt growth relative to financial sector are sources of vulnerabilities for the 

Armenian economy.  The research group calculated and analyzed Debt instability index for 
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the medium-term horizon based on the government forecast, and revealed that during 2020 

the index should have been grown substantially  reaching its historical maximum since 

2002, then should decline. 

The research group revealed that to preserve under control the vulnerabilities, 

different countries develop and apply economic security indicators which guide the 

macroeconomic policy. In the national level under this indicates the fiscal rules, inflation 

targeting, and macroprudential regulations could be acknowledged. In the supranational 

level these are EAEU rules and not formally  Maastricht treaty rules. There are also other 

non-formal rules (for example, for debt sustainability or foreign reserves), which do not 

consider country specific factors and are low efficient for analyzing economic 

vulnerabilities. 

Following the analysis, the main principles of economic security are formulated in 

national security strategies. These principles are fiscal stability, financial stability, 

protection of private property rights and the welfare of the society.  

In line with these principles the countries build their economic security systems, 

which involve not only strict law regulations but also guides and principles for policy 

makers. For the efficiency of these systems countries also create independent institutions 

(such as Fiscal Councils) for preserving fiscal stability). In this context the research group 

proposes to empower the RA National Security Council Office with concrete functions of 

economic security analysis and its application. Particularly, the Office should quantitatively 

analyze the economic security focusing on vulnerabilities and threats, and the Office should 

also create an interdepartmental working group, which can help to guide the economic 

policy to sustainable track. 
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