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Although after the recession of 2020 the RA Narek
economy is recovering, the high contgct sectors, which KARAPETYAN
were severely affected by the pandemic, are still 10-15%
low from their pre-pandemic levels, indicating possible
long-term scars from the crisis. Meanwhile, the RA He earned ASUE Master's degree
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and curre.nt realities, suggests, that this kind of growth of Finance as.an economist since
acceleration could be achieved by not only tackling the 2017. He was a summer intern at
“government failures’, which is expressed in the key | theInternational Monetary Fund in

June-August of 2021.

targets of the government program but also the
“market failures” Moreover, following the economic D)t M TE
history, the countries that could achieve and sustain | 4978 107 +0rg/0000-0003-
a 7-9% growth rate (for example, the “Asian Tigers”)
adopted the riskiest strategy of economic policy - the
“moonshot approach’, which is an uncharted territory
not only for Armenia.

PhD Student at ASUE

After 3 years of robust growth (almost 7 percent
on average), the Armenian economy has faced
a deep recession in 2020 amid the COVID-19 pandemic,
lockdown measures by the government, external shocks
associated with the global recession, and the Artsakh war
in the autumn. As chart (a) from Figure 1 demonstrates,
the growth in 2017-2019 was largely driven by the services |

sector (including trade). In 2020, the RA economy //

experienced a 7.4% decline - the services sector driving 5.1
percentage points of the downturn. The chart also shows
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a) Growth and its drivers
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FIGURE 1

b) Impact of COVID-19 (2020Q1=100)
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\ Snapshot of economic developments in RA
Note: In chart b, high-contact, affected sectors are accommodation and food services; arts, entertainment, and

other service activities; wholesale and retail trade; and transportation; high-contact, less-affected sectors are
construction; and public administration, education, and health care; low-contact services are information and
communication; financial and insurance activities; real estate activities; and other professional and scientific
activities; other low-contact sectors are agriculture; manufacturing; and mining and utilities.

Source: Armstat and the author’s calculations.

that in 2021 the economy is in the recovery
phase - growing by 4.1 percent in January-
September, but most probably it would be
only partly recovering output losses of 2020
till the end of the year.

Chart (b) of Figure 1 demonstrates the
impact of Covid-19 shock and the patterns
of recovery in different sector groups of
the economy. Particularly, the economy was
divided into 4 sector groups with respect
to the possible level of affection from the
pandemic: high-contact, affected sectors,
where both supply and demand collapsed
simultaneously during the lockdown, high-
contact low affected sectors, where supply was
constrained but the demand has increased,
low-contact services, where supply was
mainly unaffected but demand decreased,
and other low-contact sectors, where supply
was constrained and demand increased or
decreased by sector.' It can be noticed that if
for the 3 other sector groups the losses from
the COVID-19 shock were temporary and
they generally recovered during 2021, the
losses of high-contact, affected sectors seem

to be persistent, as even in 2021 its output
remains 10-15 percent lower compared to
the first quarter of 2020.

The risks of persistent economic losses, in
other words - scarring after COVID-19 shock -
is a key issue for economists and policymakers
at the global level, as the historical record
suggests that most recessions leave persistent
scars—Ilargely through lower productivity
growth and slower capital accumulation. For
example, the IMF anticipates that in 2024
the output will be lower by 3 percent from
pre-pandemic projections as the losses in
most affected sectors are expected to be
permanent. Moreover, developing economies
are expected to have deeper scars than
advanced economies, reflecting also more
muted policy responses. For mitigating the
scarring effects IMF suggests investing in
human capital, supporting productivity
growth, and boosting public investment in
infrastructure.”

The 2021-26 RA government program
targets a 7% economic growth for the
program period on average, and 9% - if the

' IMF (2021). After-Effects of The Covid-19 Pandemic: Prospects For Medium-Term Economic Damage, Chapter 2 from World
Economic Outlook Managing Divergent Recoveries. https://www.imf.org/en/Publications/WEO/Issues/2021/03/23/world-

economic-outlook-april-2021, p. 45.

> IMF (2021). After-Effects Of The Covid-19 Pandemic: Prospects For Medium-Term Economic Damage, Chapter 2 from World
Economic Outlook Managing Divergent Recoveries. https://www.imf.org/en/Publications/WEO/Issues/2021/03/23/world-

economic-outlook-april-2021, p. 56.



external conditions would be more favorable.
To reach the target, the government is
committed to implementing structural
reforms and investing in physical and human

capital.®
From a historical perspective, with
favorable external conditions, Armenia

experienced even higher growth: economic
growth during 2001-2007 was 12.1% on
average.* However, in 2010-2019, it declined
to 4.5%, accounting for around 7% only in
2017-2019. Hence, achieving the target of a
7-9% growth rate will imply a major growth
acceleration compared to the last decade.
Economic literature suggests that growth
accelerations are not easy to achieve.
Defining a growth acceleration as an increase
of growth rate by at least 2.5 percentage
points and sustaining it for 8 years, Hausmann,
Pritchett, and Rodrik found out that
the probability of experiencing a growth
acceleration during a decade is just 25%,
and the vast majority of growth accelerations
are unrelated to standard determinants
(such as political change and economic
reform), and most instances of economic
reform do not produce growth accelerations.’
The literature suggests that the reason
for that might be, that the standard policies,
which are largely being advised to the
developing countries (for example, improving
the business environment and access to
finance, macro stability, better institutions,
infrastructure, education, etc.), are aimed
at fixing the “government failures”, but not
“market failures”. To spur high and sustained
growth, the government should aim at
alleviating market failures, such as learning
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externalities and coordination failures.®
To tackle market failures, modern

literature suggests “Technology and Innovation

Policy* which can be implemented with three

alternative strategies:

o “Snailcrawl” approach: gradual approach,
where existing industries are supported
without radical changes (for example,
this is characteristic of Chile, which
experienced 5.5% average growth in the
1980s and 1990s).

o “Leapfrogging” approach: supporting
sectors with comparative advantages,
identifying new diversification
opportunities (for example, characteristic
of Malaysia, which experienced 5.7%
average growth in the 1980s and 1990s).

o “Moonshot” approach: creating
industries and helping domestic firms
grow and export way beyond existing
comparative advantage sectors with
the “leading hand” of the state in
development.” Asian miracles (Hong
Kong, Korea, Singapore, and Taiwan) can
be characterized by this approach with
7-8% average growth from the 1960s to
the 1990s.°
The RA government program sets

policies that mainly can be characterized by

standard receipts (for example, improving
the business environment and access to
finance, investing in infrastructure and
education), with elements of “Snail crawl!” (for
example, the goals related to manufacturing
industry), and some elements of “leapfrog
approach” (for example, the goals related
to high technologies and military industry).
But looking at the economic history, the

RA Government (2021). Programme of the Government of the Republic of Armenia 2021-2026. https://www.gov.am/files/

The phenomenon and drivers of high economic growth in Armenia during the 2000s is well documented in Mitra, S. (2007).

The Caucasian tiger: sustaining economic growth in Armenia. World Bank Publications.

303-29.

Hausmann, Ricardo, Lant Pritchett, and Dani Rodrik. 2005. “Growth Accelerations” Journal of Economic Growth 10(4):

The learning externalities imply that firms may not be fully aware of possible productivity gains, which lead to lower output

in high-productivity sectors and lower relative incomes over time. The coordination failures imply, that a critical size of the
modern sector is needed for a firm to enter it, and if many firms invest together in modern sectors, (a “big push”) the economy
would reach a higher level of productivity and development. Source: Rodrik, Dani. 2005. “Growth Strategies,” in Philippe
Aghion & Steven Durlauf (ed.), Handbook of Economic Growth, edition 1, volume 1, chapter 14, Oxford: Elsevier, 967-1014.

Monetary Fund.

Cherif, R., & Hasanov, F. (2019). The return of the policy that shall not be named: Principles of industrial policy. International

Growth rates are descriptive for the periods with rapid GDP growth rates. Source is Rodrik, Dani. 2005. “Growth Strategies,”

in Philippe Aghion & Steven Durlauf (ed.), Handbook of Economic Growth, edition 1, volume 1, chapter 14, Oxford: Elsevier,

967-1014.
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post-pandemic uncertainties on the global
level, and domestic scars from the 2020
recession, this policy mix seems to be
insufficient for achieving the ambitious
target of almost doubling growth rates of
the last decade and reaching 7-9% growth.
To reach it, the government needs to design
a more ambitious policy package that would
more resemble the “Moonshot approach”
suggested in the literature. This policy implies

intense state intervention for creating new
capabilities in technologically sophisticated
industries and for focusing on export
orientation with a strict accountability and
performance assessment after government
support. However, adopting these policies
first requires specifying a strategy based
on the circumstances of the country, also
acknowledging the risks, as the road ahead
may go to uncharted territory.
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2020 pywlwuh dquwdwihg htinn el <L nmuwnbunigintup yepwlwugqudwu thnynud E, wjunt-
wdbuwupy, pwnpdp 2thdwt wunhbwu Gupwnpnn ninpunubpp, npnup wdtuwwwnt Gu Ypb hw-
dwywpwyh wwpwpunype wqnbgniegniuutipp, onipg 10-15%-nd wdbih gwdp Gu dunud hpbiug'
uptsl hwdwdwpwyu niubgwsd dwlwpnwlyhg' hnpbing dquwdwdh pnnwsd huwpwynp bplw-
pwdwdytin «uwhubiph» Jwuht: Uhwdwdwuwy, << Junwywpnipintup dhouwdwdybin hwwn-
Jwénud phpwluwynpnud £ nunbuwlwt wéh 7-9% gnigwuhy' wlulwibing wéh wbdwh bwywu
wpwgwgnd (Uwfunpn nmwutwdjwyh hwdbdwn' gpbpb Ypluwwwnynud): <enhuwyp, Ytpnidt-
Iny wunbuwywu wéh Ybpwpbnw) yepoht dwdwuwlubph gpulwunieniu ne ubipyw hpnnnt-
pIntuutipp, YL £ wju hwdnqdwu, np wéh Udwu wpwgugnd htwpwynp £ wwwhndb) ny b
dhwju «wbinnipjut dwiunnnifutiph» hwnpwhwpdwup (hushu yepwpbpnd Bu wnwywpniejwu
opwgnh hhduwywu phpwiuutipp), wy; dhwdwdwuwly twbt «ntuih dwiunnnifutiph» 2nldwup
dhndws pwnwpwlwunypjut hpwlwuwgdwdp: Uybhtu, nunbuwwt ywwndnigyniup gnyg k
wnuwihu, np 7-9% Juiynit inuinbuwlwu wé wwwhnwd Gpypubipp (ophuwly' «Luhwwu Jugpbpp»)
dwdwuwyhu npnbgpl) BU nunbuwywu pwnwpwlwunygywu wdbuwnhuluwiht' <hulw guwwnyh»
nwqdwywnnijniup, npp «spununbiquagnywd inwnpwdp» b ng dhwju Cwjwunwuh hwdwp:
<hfuwpwnbp. pwndn pthnid Gbpwnpnn ninpuptibin, «plipbuwlwt uwhbbns, «wbypniew
dwpunnnud», «pniyuigh dwpunnnid», «<huljw guipplyp» dniptignid



Hapek KAPANETAH
Acnupaum, AI'3Y
MyNnbC 5KOHOMUKN

NMEPCNEKTUBbI 3KOHOMWKN APMEHWUU. NMYTb K YCKOPEHUIO POCTA

HecmoTpa Ha To, 4To nocne peueccun B 2020 ropy skoHommka PA BoccTaHaBnuBaeTca, CEKTOPbI C
BbICOKMM YPOBHEM KOHTaKTOB, KOTOPbIE CEPbE3HO MOCTPafani oT NaHAemMUn, No-NpexHemMy HaxopATcA
Ha 10-15% Huxe cBoero fonaHAEMWYECKOrO YPOBHA, YTO yKasbiBaeT Ha BO3MOMHbIE [JONTOCPOYHbIE
3KOHOMUYECKME «LLipaMbl» Kpusuca. Tem BpemeHem, npasuTenbcTeo PA B cpefHecpoyHoii nepcnekTuse
nnaHupyet pocT Ha 7-9%, 4To NpeanonaraeT 3Ha4YMTENbHOE YCKOPeHUe pocTa (MoYTH BABOE MO CpaBHe-
HUIO C NPOLLNbIM LECATUNETUEM). ABTOP, aHaNU3UPYA HELaBHIO nnTepaTypy 06 SKOHOMUYECKOM pocTe
M TeKylLMe peanuu, npepronaraet, 4To TaKoe YCKOPEHWE pPocTa MOMET ObiTb JOCTUIHYTO HE TONbKO
MyTem yCTpaHeHMA «NpoBanoB rocyfapcTBa», YTO BbIpamaeTCA B KIIOYEBbIX LeNAX NporpaMmMbl NpaBu-
TENbCTBA, HO W «MPOBaNoOB pbliHKa». Bonee Toro, cnepys sKOHOMUYECKOI UCTOPUK, CTpaHbl, KOTOpble
CMOITIN JOCTWNYb U COXPaHMTL Temnbl pocta 7-9% (Hanpumep, «AsuaTckue TUrpbi»), NpUHANK Hanbonee
PUCKOBaHHYHO CTpaTerto 3KOHOMUYECKON MOMUTMKM — MOAX0[, «BOMbLLIOrO MpbiKa», Y4TO ABMAETCA
Hen3BefaHHol TeppuTopueil He ToNbKo Ana ApmeHun.

Kniouesble cnoBa: B8bICOKOKOHMAKMHbIE CEKMOPbI, SIKOHOMUYECKUE «WPaMbl», «NpOBaAsbl
npasumesnbcmaa», «NPOBAsbI PbIHKA», NOOX00 «6OMbWO20 NPbINKA»
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