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Abstract

The level of replenishment and adequacy of international reserves of any
country allows one to predetermine the depth of the country's susceptibility to financial
and economic collapse situations.

In this context, taking into account the development prospects of RA, the
limitation of attraction of alternative investment funds, the continuous growth of the
current level of RA foreign debt due to the current geopolitical challenges, in the event
of the manifestation of economic shocks, the need for researches to assess the adequacy
of RA foreign reserves becomes urgent to avoid severe negative consequences and
economic clubs.

The Russian-Ukrainian military-political conflict has had negative consequences
on the global economic system, international financial and commodity markets, and
naturally also on the RA economy.

During the conflict, "economic sanctions" were applied to Russia, and
restrictions were also placed on international transfers.

The negative effects of the military-political "escalations" on the RA economy
were noticed perhaps more strongly because the predominant part of the RA's
merchandise turnover is provided by Russian destinations. Russian economic channels
were disrupted, international bank transfers became difficult, and "inflation
syndromes" were recorded in almost all countries.

Recently, to curb inflation in RA, the country's main money bank has been
conducting a policy of expensive money. At the meeting of the Central Bank of
Armenia held on December 13, 2022, the refinancing rate was raised to 10.75 percent,
and it remained unchanged at the meeting of the 2023 board.

The research goal of the article was the evaluation of the replenishment and
adequacy of international reserves of RA, especially in the conditions of current
geopolitical uncertainties.
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During the research, the task was set to study the adequacy level of the
international reserves of the RA Central Bank as a factor guaranteeing the ability to
service external obligations and mitigate the vulnerability.

In the article, Reddy's criterion and Guidotti's rule, widely used in international
practice, were the methodological basis for evaluating the optimal level of RA's foreign
reserves.

In the article, according to Reddy's criterion and Guidotti's rule, the results of the
evaluations made it clear that the current level of RA's foreign reserves is estimated to
be sufficient in the event of the appearance of unforeseen shocks.

Keywords and phrases: public debt, debt management, optimal level of debt,
international liquidity, foreign reserves, Guidotti's rule, Reddy's criterion.
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AHHOTAIUSA

YpOBEHb TOMONHEHUS W JOCTATOYHOCTH MEXKIYHAPOIHBIX PE3EPBOB OO0
CTpaHbI MTO3BOJIIET IPEIOTPEICITUT TITYOHHY BOCTIPHAMYHUBOCTH CTPAHBI K CHTYAIHAM
(bMHAHCOBO-?)KOHOMHUYECKOTO KOJIIarca.

B o3ToM KOHTEKCTe, MpWHUMAs BO BHHMAaHHE MEPCIEKTUBBl Pa3BUTHS
PecniyOnmkn ApMeHUs, OTpaHHYCHHE MPUBICUYCHUS abTEPHATHBHBIX HHBECTHIIHOH-
HBIX (DOHIOB, TPOMOIDKAIOUIMHCS POCT TEKYIIETO0 YPOBHS BHEIIHETo JOJra
PecyOnnku ApMEHHS B CBSI3H C TEKYIIUMH T'€OMOTUTUICCKUMH BI30BaMH, BO3HUKACT
HEOOXOJUMOCTh HCCIEIOBAHHUS IO OLEHKE JOCTATOYHOCTH BaIOTHBIX pE3epPBOB
PecniyOnuku ApmeHusi Bo u30ekaHHE CEpPhE3HBIX HETaTUBHBIX IMOCIEACTBUH H
H9KOHOMHUYECKHX CIaJ0B B CIIydyae SKOHOMUYECKHX TOTPSICEHUH.

Poccuiicko-ykpauHCKHi BOEGHHO-TIOJUTHYECKUH KOH(IUKT HMMeNl HeraTHBHBIC
MOCIIEACTBUSA JJIi MUPOBOM SKOHOMUYECKON CHCTEMBI, MEKAYHAPOAHBIX (PUHAHCOBBIX
Y TOBapHBIX PHIHKOB, a TAKXKE, €CTECTBEHHO, JII1 DKOHOMHUKHU PA.

B xone xondaukra k Poccun ObLIM MPUMEHEHBI «IKOHOMHYECKUE CAHKIANY, a
TaKKe BBEJACHBI OTPAHUYCHUS HA MEXIYHAPOIHBIE MIEPEBOIBI.

HeratuBHoe BiHsSHIE BOCHHO-TIOJUTHICCKON «ICKAJAIMKY) HAa YKOHOMHUKY PA
TIPOSIBUIIOCH, TOXKAIYH, CHIIbHEE, TIOCKOJIBKY Mpeodiamaromas 4acTe ToBapoodopoTa
PA mnpuxomgutcs Ha pOCCHICKHE HAIpPABJICHUSA. bBBUIM pPacCTPOCHBI POCCHICKHE
HSKOHOMHYECKHE KaHalbl, 3aTPyJHWINCH MEXKIyHapOTHbIE OAaHKOBCKHE MEPEBOMEI,
MOYTH BO BCEX CTpaHax ObLIH 3a(h)MKCHPOBAHBI «HHMIAIHOHHBIE CHHIPOMBD.

B mocriennee Bpems [uist caepkuBaHUS WHQUIAIUMA B PA TJIaBHBIN JeHEKHBIN
0aHK CTpaHBl MPOBOAMT HONUTHKY aoporux neser. Ha 3acemammu lleHTpanpHOTO
O0anka Apmenuu, coctosBimiemcs 13 nmexadps 2022 roxa, ctaBka peduHaHCHpPOBaHUS
Obuta moBblmeHa o 10,75 mpoueHTa, a Ha 3acemaHuu mnpaBieHus 2023 roma oHa
ocTanach HEM3MEHHOU.

Lenpro wuccienoBaHUsl CTaThU Obla OIGHKA TMOTOJHEHHS M JOCTATOYHOCTH
MEXIYHAPOJIHBIX pe3epBOB PA, 0COOCHHO B YCIOBHUSX TEKYIEH TeONOJIUTHYECKOH
HEOTpe/IeJICHHOCTH.

B xonme uccnepoBanus Oblila TOCTaBlIeHAa 3a7ada M3YYHThb YPOBEHb J10CTATOY-
HOCTH MEXIYHApOAHBIX pe3epBoB llentpanpHoro Gamka PA kak ¢axTtop, rapanrtu-
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pyroImui  crocoOHOCTh OOCITY)KMBATh BHEIIHHE O00S3aTeNbCTBA M CMSATYAIOLTHIA
YSI3BUMOCTb.

B crathe kpurepuii Pemau u mpaBwio ['BUAOTTH, MIMPOKO HCIMOJIB3YEMBIC B
MEXKIYHAPOJTHON TMpPaKTUKE, SBUIIUCH METOJOJIOTMYECKON OCHOBOM JUIi OLCHKH
ONTUMAJILHOTO YPOBHS 30JI0TOBATIOTHEIX pe3epBOB PA.

B cratee mo kpurepmo Pemmm w mpaBwiny ['BHIOTTH pe3ynabTaThl OIEHOK
MOKA3aJii, YTO TEKYIIMH YPOBEHb 30JIOTOBAIIOTHBIX pe3epBOB PA omeHMBaeTCs Kak
JIOCTATOYHBIHM Ha cIydall BOSHUKHOBEHHS HETIPEABHICHHBIX [IIOKOB.

KioueBbie cji0Ba M CJI0BOCOYETAHHS: TOCYJAPCTBEHHBIN NONT, YIIPaBICHHUE
JONITOM, ONTHMAJBHBIA YpPOBEHb IOJTa, MEXKIYHApOIHAsl JHKBHIHOCTH, BaTIOTHBIC
pe3epBel, npaBuio [ BugoTTH, kKputepuii Pemxmu.

Introduction. Although many emerging market economies have liberalized
some of their external financial relations in recent years, most still maintain a mixed
system of restrictions and freedoms regarding capital movements. [1, p. 7]:

The term "international liquidity" has been used for several years as a synonym
for "international reserve" rather than a defined functional term as a country's gauge for
projecting deficits [2, p.59]:

"International reserves" were defined in the Osola report as "assets of a country's
monetary authorities" that can be used directly when external payment funds are in
short supply.

"To evaluate the satisfaction of externals, they evaluated different ones, among
which the special ones are:

1. The import of foreign reserves and the volume ratio, show that in the event of
a shock, imports can be carried out at the expense of reserves for several months.

2. The ratio of foreign reserves and other short-term liabilities.

3. Foreign reserves must exceed 20 percent of the money supply.

4. Internationally applied currency reserves, according to external reserves, the
minimum values will be calculated from export earnings, money base, short-term debt,
and other liabilities [3, p.25].

2016 According to the classification of the IMF, the Central Bank of the
Republic of Armenia (hereinafter referred to as the Central Bank of the Republic of
Armenia) was classified among the central banks operating a floating exchange rate
regime [4, p. 7]. However, earlier in 2014 and 2015 [5, p. 6] The Central Bank of
Armenia was ranked among the political managers of the exchange rate with a de-facto
creeping fixed regime [6, p. 5]. By the way, the actual de facto currency regimes
created by countries often differ from the declared de jure regimes. This discrepancy.
Calvo and K. Reinhart called it the "fear of floating" (fear floating) [7, pp. 4-5]. The
authors study and present several reasons that explain the "fear of swimming"
phenomenon:

e The transmission mechanism of the developing exchange rate from the price is
quite isolated, so the stability of the exchange rate is considered the basis for ensuring a
stable level of inflation,

* mistrust of monetary and social policy implementing bodies, they should pay
more attention to the stability of the exchange rate,

« exchange rate fluctuations hurt foreign trade,
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* private government obligations of developing and large countries and sharp
fluctuations in foreign exchange, in particular, can be data imbalances.

From the above reasons, the question disappears, why, people do not announce
and implement a fixed currency policy?

Video-methodical foundations. Theorists A. Barajas, A. Erickson, and R. Steiner
[8, IMF Staff Papers, Vol. 55, No. 3] present the main reasons for the "Declarative
Fear" phenomenon:

e exchange rate in some countries serve as crises and insurance mechanisms, de
jure and maintaining a floating currency regime, these opportunities can be in unstable
economic situations to have a freer right to pay attention not to exchange rate
fluctuations,

» market participants and often do not have the opportunity to find out the
relationship between the declared and implemented policies, therefore, their actions
and expectations are more manageable [9, pp. 85-86].

Ensuring the replenishment of external foreign reserves is one of the key
measures of central banks in both developed and transition economies. In this context,
it should be noted that any underperformance by the countries' central banks in the
processes of international moment management can be a final consequence.

Nevertheless, the primary goal of the RA Central Bank is to ensure price
stability and stability. The main goal of the Central Bank is interrelated with other
goals, especially the management center of various reserves controls the behavior of
the exchange rate, the detailed study of the features of the management of the external
public debt because the successful management of the bank's international reserves is
considered to improve the country's ability to cope with the crisis.

The Central Bank manages international reserves guided by the following
motives:

« National currency protection, gold standard. International reserves are meant
to ensure the protection of the national currency, which mainly refers to official gold
reserves.

« Sufficient foreign exchange demand and financing of the balance of
payments deficit. Bretton Woods system. International reserves are sometimes used to
meet the foreign exchange demand of financial institutions, as well as to finance the
current account deficit of the country's balance of payments.

* Intervention. According to the classic definition, intervention is an operation
carried out by Central Banks to influence the exchange rate of any currency, which is
considered the primary motive for the demand for reserves.

» Accumulation of wealth. The central bank views international reserves as the
sum of liquid and investment portfolios. Assets with the highest liquidity should be
included in the liquid package, which is mainly intended to insure against the negative
gap that occurs during interventions, unexpected debt payments, and other unforeseen
events. And the purpose of managing an investment portfolio is to accumulate wealth.
The central bank, using the portfolio theory and applied models and pre-determining
the acceptable level of risk, tries to find the optimal risk/return ratio.

International reserves are also used to service external obligations, as well as a
means of combating disasters caused by force majeure. When solving problems of this
kind, the availability of reserves is especially important in the case of small economies,
for which force majeure risks can cause a deep crisis. for example, the hurricane in the
Caribbean countries, the earthquake and flood in Japan [10, pp. 10-11].
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Reserves act as an opportunity to avoid economic crises. It is severe for all,
especially those with newly developing and transition economies whose markets are
exposed to fluctuations in international capital flows [11, p. 12].

The currency policy of the Republic of Armenia and the bank is aimed at
strengthening the international trust of the Central Trust of the AMD through the
effective management of reserves, the liberalization of currency operations, and the
formation of a favorable legal and economic environment for foreign investments.

The central bank implements a policy of freely floating exchange rates. The
Central Bank's intervention in the formation of exchange rates is limited to instruments
of indirect influence [12, p. 1].

Saturation with foreign reserves is an indispensable prerequisite for ensuring a
stable exchange rate. At the same time, the measurability of foreign reserves is
important in the context of assessing the country's financial stability.

According to the World Bank's compilation of development indicators, compiled
from officially recognized sources, Armenia's international reserves (excluding gold)
amounted to 2940291441 USD in 2022 (see chart #1).

It is important to emphasize that in 2021, RA's international reserves increased
by around 23.5 percent compared to the previous year. As a historical overview, we
should mention that the minimum level of replenishment with international reserves of
RA was recorded in 2014, making 1.489 billion US dollars.
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Figure 1: International reserves of RA: 2011-2022 [13, RA Central Bank of 2022]
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In 2021, RA's international reserves were replenished at the expense of 750
million dollars of Eurobonds issued by RA on the international capital market on
January 26 of the same year. The purpose of the placement was to finance the deficit of
the state budget.

Although the issue of Eurobonds is considered a successful financial transaction
for RA, as the offer of issues has been several times lower than the presented demand,
which indicates that the outside world considers RA a reliable partner, nevertheless,
one should not give in to the temptation. forgetting that the funds drawn from the
international capital market ultimately contribute both to the increase in the burden of
the state debt and to the allocation of funds for its maintenance in the coming years.

Study methods. During the research, Reddy's criterion and Guidotti's rule,
widely used in international practice, were the methodological basis for evaluating the
optimal level of RA's foreign reserves.

Evaluation of RA foreign reserves according to Guidotti's rule. Taking into
account the huge amount of funds directed to the servicing and repayment of RA's
foreign public debt in the coming years, especially in 2025 and 2029 (see chart #3),
according to Guidotti's rule, in the medium term, based on forecast indicators, we
localized the ratio to the average of RA's foreign public debt to carry out the level
assessment.

According to Guidotti's rule, the country's international reserves must cover the
volume of foreign debt for one year. In other words, the coefficient is calculated by the
ratio of short-term foreign debt and international reserves.

According to Guidotti's rule, we evaluated the average level of RA external
public debt based on the debt payments of the RA government, according to the
instrument (see table No. 1).

Table 1: The average level of RA external debt assessment of the RA
government's debt payment instrument (billions of AMD)1

Dbt payments of the RA 6272 1,022.0 Lo 194.1 64 2603
government according fo
the instrument, of which:

external loans and 2302 RS 2043 71.2 893 9
borrowings 1
Interest payment 60.6 61.1 620 18.7 18.9 19,
1
Extingnishing 169.6 273 323 2.5 0.3 7L
9
government treasury bonds 3557 4359 068 110.1 134,
9 15%6.9
Imterest payment 1585 1926 2710 19.0 0.6 0.
5
Extinguishing i T 2433 | 2789 61.0 753 6.
3
forelgn currency 41.3 276 400 12.7 21 12.
government bonds 3
Inter est payment 41.3 422 400 12.7 130 2.
3
Extinguishing - 2555 - - ™1

*In 2021 RA foreign reserves: 3,230 million US dollars, according to the RA
Central Bank

" Accountants by the authors.
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Figure 2. Government debt repayment schedule by the instrument as of
31.12.2021 (billion dram) [14, p. 17]

Figure 2 shows that the repayments of the government's foreign debt formed at
the end of 2021 are spread over the year 2054, and the domestic debt is spread over the
year 2050.

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

*The weight of the RA government's foreign currency debt repayments and
interest payments for the coming year in foreign currency external assets as of
the end of the given year (%)
Figure 3. The weight of the RA government's foreign currency repayments
and interest payments in foreign currency external assets at the end of this year in
2022-2025

From Figure 3, it can be seen that in 2024, the weight of repayments and interest
payments on the RA government's foreign currency debt will increase by the difference
in 2021, making 41.4%, due to the refinancing of Eurobonds due in 2025. The interest
rate and weight of the RA government's foreign currency debt in 2025 is 23%.

58



RA government debt interest payment/state budget revenues, RA government
debt interest payment/state budget expenses RA government debt interest
payment/GDP data in the medium term is increasing in 2022. compared to the program
description, making 11.5%, 10.5%, and 2.9%, respectively, at the end of the program
goal (see table no. 2).

Table 2: Forecasts of RA government portfolio expenditure calculations

Interest payment/state budget revenues (%) 10.6 11.6 L 11.5
Interest payment/state budget expenditure (%) o8 [ 102 105 105
Interest rate/GDP (%) 2.7 2.9 29 29

In the medium term, the average annual growth of interest payments on the RA
government's debt exceeds the average annual growth of state budget revenues, state
budget expenditures, and nominal GDP. In the medium-term period, the average
growth rate of the RA government's debt interest payments is predicted to be 15.6%,
which will exceed the growth rate of state budget revenues by 3.4 percentage points,
and the growth of state budget expenditures by 2.9%. percentage point and nominal
GDP growth rate by 3.4 percentage points [16, p. 27].

Let's add that according to the results of the assessment of RA state debt
management based on the US MAC DSA methodology [17, pp. 01-09], the RA state
debt is estimated to be stable, but tangible about the exchange rate and refinancing
risks, which are a predominant part.

Results. Guidotti's rule was later revised by the Indian economist Reddy to
become known as Reddy's criterion, according to which foreign reserves must meet
three months' worth of imports and the principal and service amounts of external
government debt for one year.

Evaluation of foreign reserves of RA by Redi's criterion. To localize the "Ready
criterion" for assessing the optimal level of foreign reserves of RA, to assess the ratio
of the volume of gross international reserves of RA.

Table 3. Evaluation of the optimal level of foreign reserves of RA by Redi's

criterion (million US dollars)2
Gross international reserves  3.230

Import volume for 3 months: January, February, and March | 936.4 [18. p. 9]

Foreign debt service amount | 180.8 [19, p. 17]

* Data: RA CBA www.cba.am and RA Statistical Committee www.armstat.am
(Amount of foreign debt service of RA + 3 months import volume)/(Gross
international reserves of RA)=345%

? Calculations by the authors.
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The results of the analyzes carried out to evaluate the optimal level of RA's
foreign reserves using Reddy's criterion and Guidotti's coefficient indicate that it is
more appropriate for RA to assess based on ratios of indicators of import, foreign debt
principals, and their service costs. the estimates are justified, because RA is primarily
an importing country, and the share of foreign debt in the structure of the state debt is
large.

Thus, in the results of the assessment of the optimal level of RA foreign reserves
using the "Ready's criterion" and the Guidotti coefficient, it was substantiated that the
current level of RA foreign reserves is estimated to be sufficient in the event of the
appearance of unforeseen shocks.

Conclusion. The information base for the article and the research was domestic
foreign professional writing and foreign experts, RA Ministry of Finance and RA
statistical data, reports on the monetary policy of the RA Central Bank, and
international reserves of the RA Central Bank. foreign currency liquidity in 2011-2022.
the data.

The management of the international reserves of RA is under the control of the
Central Bank of RA. International reserves are aimed at timely and full service and
repayment of RA's foreign debt. For this reason, balancing the level of the country's
international reserves and the amount of borrowed foreign funds is considered an
accepted rule in international practice. Some countries ensure the level of their
international reserves is several times higher than the volume of foreign debt,
implementing a more reliable currency policy. International reserves can also act as a
factor in meeting demand, contributing to the uninterrupted implementation of imports.

The articles highlight the means of ensuring the adequacy of international
reserves, which are based on the optimal level of the RA's foreign reserves and the
assessments of the possibility of servicing the state debt:

o Guidotti's rule, according to which the country's international reserves must
cover the principal amount of the foreign debt and the number of interest payments to
be serviced for one year. In other words, Guidotti's case implies the involvement of the
laborer of the country without the involvement of a new obligation of the state to
ensure the natural half-life. We effectively applied the rule in assessing the optimal
level of RA foreign reserves.

o Readiness criterion assumes that a country's international reserves must cover
the aggregate coverage of three months of the country's imports and one year's foreign
debt principal and interest payments. We have also successfully localized the Redi
criterion from the point of view of evaluating the optimal level of foreign reserves of
RA, taking into account the fact that the indicator has a wide application and is
effectively used in the case of countries with developing economies, because the gross
turnover of the latter is overwhelmingly dependent on the import of goods and
services, as opposed to an export.

Summing up, let's note that to assess the optimal level of RA's foreign reserves
and the state debt servicing capacity in collapse situations, based on the results of the
analyzes carried out by Redi's criterion and Guidotti's coefficient localization, it was
substantiated that the current level of RA's foreign reserves is estimated to be sufficient
in the event of unforeseen shocks.
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We should also add that our choice of evaluation with the above coefficients is

justified by the fact that the volume of goods turnover of our republic is highly
dependent on the import of goods and services. The same picture is reflected in the
structure of the RA state debt, that is, the size of the external state debt is the dominant
specific weight.
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