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Abstract

In the first quarter of 2025, the risks of economic growth slowdown and
inflation acceleration in the global economy, as well as in Armenia’s main partner
countries, have significantly increased due to the increase in prices of goods and
services characterized by rigid prices in international commodity markets, the risks
of possible disruption of supply value chains, as well as increasing tensions in
international trade relations. Against the background of the above developments, it
is expected that the central banks of leading countries will maintain relatively tight
monetary conditions in the near future, in which case weak inflationary effects from
the external sector may penetrate the RA economy.

The high external demand observed in Armenia since mid-2022 has gradually
weakened, resulting in a slow pace of economic growth. On the one hand, high
growth in retail trade, consumer credit, domestic tourism and services indicates
strong domestic demand. On the other hand, still, somewhat concentrated economic
growth, the continued decline in remittances, the gradual weakening of labour
market conditions and the current general weak inflation environment indicate
relatively weak demand, as well as uncertainties regarding the outlook for domestic
demand, persist.

In general, during 2024, the pace of economic growth gradually slowed down
and approached a stable level, and its concentration also weakened somewhat.
However, despite the trends in the slowdown in economic growth rates, in the last
months of 2024, there were trends in the revitalization of traditional sectors of the
manufacturing industry, especially in the food and tobacco production sectors. In the
information and communication sector, despite the high growth recorded in 2024,
which is largely of a technical nature, risks related to the medium-term growth
outlook remain. In the services sector, the main driving force is still trade due to
both the progressive growth of demand compared to supply and the re-export
process. In the construction sector, despite the maintained high growth, there are
signs of a slowdown in the growth of the housing construction sector, mainly due
to the end of the income tax refund program in the mortgage market in Yerevan.

Keywords and phrases: Economic growth, domestic demand, inflation rate,
labor market, trade, services.
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AHHOTaLMA

B nepBom kBapTarie 2025 roma pUCKM 3aMe[jleHHs] SKOHOMHUYECKOI'o pocCTa
U yCKOpeHHUsl MH(IISALMN B MUPOBOM SKOHOMHKE, a TAaKK€ B OCHOBHBIX CTpaHaX-
napTHepax ApMEeHHMH CYIIeCTBEHHO BO3POC/IH M3-3a POCTa LieH Ha TOBapbl U YCITyTH,
XapaKTepHU3YIOIIMeCcs: KeCTKUMH IleHaMU Ha MeXK/IyHapOAHBIX TOBApPHBIX pbIHKAX,
PHUCKOB BO3MOXKHOI'O HapyILLIEHUs LIel0YeK CO3/IaHUsl CTOMMOCTH IMOCTaBOK, a TaKkKe
M3-32 YCWIEHHUs] HAlpsKeHHOCTH B MEKAYHapOOHbIX TOProBbIX OTHOIIeHHUsX. Ha
¢poHe BBIIEN3TOKEHHBIX COOBITHI 0XKHUAAETCS, YTO LIeHTpajIbHble 6aHKH BeTyIINX
cTpaH B OmpKkaimieM OyaylieM COXPaHSIT OTHOCUTENIbHO JKECTKHe [eHekKHO-
KpeOUTHbIEe YCIIOBUSI, B pe3y/ibTaTe 4ero criabble WHQIISLHMOHHBIE BIUSHUS U3
BHEIITHET0 CEKTOpa MOI'YT MPOHUKHYTh B 9KOHOMHUKY PA.

BbICOKMI BHEIIHUH CIIpoc, HabmomaeMbld B Apmenuu ¢ cepenunbl 2022 ropa,
MOCTENeHHO 0c/1abeBaeT, YTO MPUBOOUT K 3aMeJIEHUI0 TeMIIOB 3KOHOMHUYECKOIo
pocta. C OHOM CTOPOHBI, BLICOKHE TEMITbl POCTa PO3HUYHON TOProBIIH, MOTPe6U-
TETbCKOT0 KPEeJUTOBAHUs, BHYTPEHHET0 TypH3Ma U YCIIyT YKa3bIBAlOT Ha BbICOKUI
BHYTpPeHHHI cripoc. C Ipyroil CTOPOHBI, BCe ellle HECKO/IbKO KOHLIEHTPHUPOBAHHBIIN
SKOHOMUYECKUI pOCT, MpOJOJIKalolleecss COKpallleHue [eHEeKHbIX I1epeBOoB,
MOCTeNeHHoe YXyJlleH’We YCIOBUH Ha pblHKe Tpyfda M TeKyllas o6Ias ciabas
MH(IANMS YKa3bIBAIOT Ha OTHOCUTENIbHO CI1abbli CIIPOC, a TaKKe Ha COXPAHSIIOLIYIOCS
HEOIpeie/IeHHOCTh OTHOCUTENIbHO MEPCIeKTHB BHYTPEHHEro CIIpoca.

B unenom 3a nepuop 2024 r. Temmnbl 3KOHOMHUYECKOIO pOCTa IOCTENEHHO
3aMeUIWINCh U TMPUOIU3WINCh K CTaOWIbHOMY YPOBHIO, a €ro KOHLIEHTpalys
TaKKe HeCKONIbKO ocrabia. OHaKO, HECMOTpPsI Ha TEH[EHLIMH 3aMeJIeHHs] TEMIIOB
9KOHOMHYECKOTO pocTa, B mnocrneaHue Mecsipl 2024 1. HaMETWIUCh TeHIEHIUH
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K OXHBIICHMIO TPAJULIMOHHBIX OTpacieidl o6pabaTblBaroliel MPOMBIIIIEHHOCTH,
0COGEHHO B CEKTOpaX IPOM3BOJCTBA MPOAYKTOB IMHUTaHUS M Tabaka. B cekrope
MH(OPMALIMM U CBsI3M, HECMOTpsl Ha 3acpukcupoBaHHbId B 2024 romy BBICOKMH
POCT, KOTOpbI HOCUT B OCHOBHOM TE€XHUYECKHUH XapaKTep, COXPaHSIOTCS PUCKU
ISl CPE[HECPOYHbIX IMEpPCHeKTUB PoCTa. B cekTope yC/Iyr OCHOBHOM ABUXKYIIEH
CHJION TO-TIpeKHEeMY OCTaeTCsl TOPToBIIsl, YTO O6YCIIOB/IEHO KaK IMOCTYIaTe/TbHbIM
POCTOM CIIpoCa MO CPaBHEHUIO C IpeIoKEeHHEeM, TaK U MPOLIeCCOM PEesKCIopTa.
B CTpouTEnbHOM CEKTOpe, HEeCMOTpsl Ha COXPaHSIOIIHMECs BBbICOKHE TEMIIbI
pocTa, HabIIOAAIOTCSl MPU3HAKK 3aMeJIeHHs] TEMIIOB POCTa CEKTOpa KHWIHIIHOTO
CTPOUTE/IbCTBA, B OCHOBHOM H3-3a 3aBeplLIeHMs ITPOrpaMMbl BO3BpaTa MOAOXOIHOIO
Hajlora Ha MIIOTEYHOM pbIHKe EpeBaHa.

KmioueBble coBa: 5KOHOMHUYECKHH POCT, BHYTPEHHHH CIIPpOC, YpOBeHb
MH(IAIMY, PBIHOK TPy/a, TOProBIIsl, YCITyTH.

Introduction

Due to the effects of the Russian-Ukrainian conflict that has been going on for
more than 3 years and the tension in international relations in various regions, the
level of uncertainty in the global economy has recently increased sharply, which
has also been reflected in the dynamics of economic developments.

In general, a slowdown in the pace of economic growth is currently observed
in the global economy, due to the continued maintenance of tight monetary and
credit conditions in leading countries, which has created additional risks of a
slowdown in economic activity growth. In the first quarter of 2025, Armenia’s
main partner countries recorded uneven economic developments. First of all, the
level of uncertainty around economic policy, especially trade and fiscal policies, has
increased, which has led to increased volatility in financial markets in recent months.

Dwelling on the main leading countries of the world, we see the following
picture. In the US, high economic growth, driven by high domestic consumption, is
still maintained. During the last quarters of 2024, consumption continued to grow
at a high rate, contributing to the maintenance of high economic growth; however,
certain signals of its slowdown are already noticeable. At the same time, the main
driving force of economic growth is the high activity formed in the services sector.
Wage growth in the country, despite some recent weakening, remains high. In the
4th quarter of 2024, economic growth in the United States remained at a high level,
amounting to 2.4%, which is significantly higher than the potential estimate [1].
Already in early 2025, due to the uncertainty surrounding the future of President
Trump’s economic policy, a restraint in private demand is possible, which will lead
to a slowdown in economic growth.

As for the European Union, it is worth noting that uncertainties regarding both
the short-term and medium-term prospects for economic growth still persist. In
2024, the EU recorded a very low economic growth rate of 1%, due to the economic
downturn recorded in the largest economies [2]. The low economic growth of the
Eurozone continues to be largely due to the decline in the manufacturing sector,
where serious structural problems caused by the effects of the Russian-Ukrainian
war persist. Moreover, in this context, the tightening of foreign trade policy by
the US towards the Eurozone and the further weakening of domestic demand
in the Chinese economy may become an additional challenge to the recovery of
this already declining sector. However, it is worth noting that the support for the
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Russian-Ukrainian conflict, as well as the possible significant expansion of military
spending by the Eurozone within the framework of NATO, may serve as a certain
stimulus for the recovery and revitalization of industry.

In Armenia’s main trading partner, the Russian Federation, due to developments
in the gradual normalization of the Russian-Ukrainian relationship, uncertainties
around the economic outlook have increased significantly. High economic activity
remains here, primarily supported by high growth in domestic consumption,
especially in the services sector. In 2024, the Russian GDP expanded by 4.1% 2024,
the same rate as the upwardly revised value from the previous year, with support
from the soaring amount of government expenditure and investment in its military
industry. Government expenditure grew by 4.5%, accelerating firmly from 3.8% in
the previous year, and gross fixed capital formation rose by 10.2% from 7.7%. In the
meantime, household expenditure expanded by 5.5%, slowing sharply from 7.5%
in 2023 as higher inflation drove consumers to face crisis-level interest rates by
the central bank, which ended the year at 21%. In the meantime, the GDP deflator
totalled 8.9% [3].

The conditions of the Russian labour market remain significantly tense: the
unemployment rate remains at a low level of about 2.3% in December 2024, and
real wages grew at a high pace, at 13.2% in December. In this context, domestic
demand exceeds the productive capacity of the economy, and increasing competition
between the military and other sectors of the economy and the ongoing shortage of
labor limit further growth of the productive capacity of the economy, contributing
to the maintenance of a high inflationary environment.

Dwelling on the inflationary environment in the global economy, it should be
noted that the latter has continued to gradually weaken, although in some countries,
it still exceeds the target level. In the United States, although the inflationary
environment continues to weaken, the high inflationary environment still persists,
particular due to the inflation of services, as well as goods with rigid prices, which
characterizes core inflation. From January 2024 to January 2025, the Consumer Price
Index increased by 3.0 per cent after rising 2.9 per cent over the 12 months ending
December 2024 [4].

The euro area annual inflation rate was 2.3% in February 2025, down from
2.5% in January. A year earlier, the rate was 2.6%. European Union annual inflation
was 2.7% in February 2025, down from 2.8% in January. A year earlier, the rate was
2.8%. Eurostat, the statistical office of the European Union, publishes these figures.
The lowest annual rates were registered in France (0.9%), Ireland (1.4%) and Finland
(1.5%). The highest annual rates were recorded in Hungary (5.7%), Romania (5.2%)
and Estonia (5.1%). Compared with January 2025, annual inflation fell in fourteen
Member States, remained stable in six and rose in seven [5].

It is worth noting that in March 2025, the ECB continued to reduce the policy
rate, setting it at 2.65% in March 2025 [6].

In the conditions of excess demand formed in the Russian economy, inflation
remains at a fairly high level, amounting to 9.9% in January 2025, mainly due to
the growth of prices for services and food. Although inflation expectations have
weakened somewhat, they remain significantly above the inflation target, amounting
to 13.7% in January 2025 [7]. Despite the fact that in February 2025 the Central Bank
of Russia maintained the policy interest rate at 21%, however, the more expansionary
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fiscal policy, through high interest rates, creates obstacles for regulating excess
demand and curbing high inflationary pressures.

In the global commodity market since September 2024, international copper
prices have increased somewhat, driven by positive expectations about the large-
scale fiscal stimulus announced by the Chinese government, which have gradually
faded. Already at the beginning of 2025, due to uncertainties over US foreign trade
policy, as well as expectations of a significant increase in spending on strengthening
the military-industrial complex in the Eurozone, international copper prices have
increased sharply, exceeding the threshold of 10,000 USD |[8].

World oil prices have continued to show significant volatility in the past few
months, driven by uncertainties about the global economic outlook, geopolitical
developments and global oil supply. Thus, the prolonged persistence of weak domestic
demand in China and in Eurozone, the risks of a sharp decline in domestic demand
in the United States, as well as the decision by several major OPEC+ economies to
cut production by 2025 make the prices go down. At the same time, the gradual
easing of production restrictions since April has certain implications for a decline
in global oil prices, while at the same time, the possible tightening of previously
imposed sanctions on a number of oil-producing economies has certain implications
for an increase in oil prices.

Regarding the food market developments, it should be noted that the
international food price index (FAO) has generally stabilized in recent months,
showing some volatility, mainly due to changes in actual or expected harvest
volumes and weak global demand. In February 2025, an increase of about 8% was
recorded compared to the same period of the previous year. Geopolitical tensions
and trade restrictions create additional risks of supply chain disruptions and food
price volatility. Moreover, significant heterogeneity in the prices of separate food
products included in the index was recorded; in particular, vegetable oil prices
recorded an increase of about 25%, while sugar prices fell by about 20% [9].

Results

Due to the developments in the global economy, the high external demand
observed in Armenia since mid-2022 has gradually weakened, as a result of which
the pace of economic growth has slowed down.

The economic growth in Armenia amounted to 5.9% in 2024 (Figure 1), which
was mainly contributed by the sectors driven by the demand expansion: trade,
services and construction. Despite the slowdown in economic growth rates, in the
last months of 2024, there were trends in the revival of traditional sectors of the
manufacturing industry, especially in the food and tobacco production sectors. In the
information and communication sector, despite the high growth recorded in 2024,
which is largely of a technical nature, risks related to the medium-term growth
outlook remain. In the services sector, the main driving force is trade, which is due
to both the progressive growth of demand compared to supply and the re-export
process. As for the construction sector, despite the continued high growth, there
are signs of a slowdown in the growth of the housing construction sector, mainly
due to the end of the income tax refund program in Yerevan’s mortgage market.

In 2024, the economic growth amounted to 16.8% in the trade sector, 13.5%
in the construction sector, 10.9% in the information and communication sector,
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10.9% in the electricity generation sector, 4.3% in the manufacturing sector and 1%
in agriculture [10].

Chart 1 Dynamics of economic growth rate in Armenia in 2019-2024 [11]

Turning to inflation, it should be noted that in the first quarter of 2025, the
weak inflationary environment in the economy persists, largely due to the still
deflationary effects transmitted from the external sector, as well as the weakening
of external demand for some domestic services. In this situation, 12-month inflation
from April 2023 has remained below the target, amounting to 1.5% in December
2024, 1.7% in January 2025, and 2.5 in February (Figure 2).

H Q%

Chart 2 12-month inflation rate in RA in January 2024-February2025 [12]

The increase in inflation rates is mainly due to the increase in food prices in the
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international market and the increase in transport tariffs. Inflation of non-exportable
goods, characterized by relatively rigid prices, which mainly characterizes the
behavior of prices determined by domestic demand, remained at a relatively stable
level, amounting to 2.2% in February. However, on the other hand, due to the
weakening of external demand, the prices of several services continued to decrease,
as well as a decline in the prices of imported non-food goods, mainly due to the
decline in producer prices in the Chinese economy.

Dwelling on the labour market, it should be noted that although the unemployment
rate in Armenia has been steadily decreasing over the past 4 years (Figure 3), high
uncertainty regarding labour market developments still persists. Thus, in 2024, The
unemployment rate in the Ist quarter was 15.5%, in the 2nd quarter - 13.8%, and in
the 3rd quarter - 13.3%, which is about 1.2 percentage points higher compared to
the corresponding quarter of the previous year. The latter is due to the weakening
of demand conditions in the economy, taking into account that the increase in the
unemployment rate compared to the same period of the previous year occurred
not due to an increase in labour supply but due to a decrease in the number of
employed people. This is also consistent with the trends of a certain outflow of
foreign workers and a slowdown in wage growth rates in the current year.

2019 2020 2021 2022 2023

Chart 3 Unemployment rate in Armenia,2019-2023 [13]

Gross consumption volumes decreased in the 4th quarter of 2024 compared to
the same period of the previous year, due to a significant reduction in government
consumption. After being restrained compared to the economic growth of previous
years, private consumption has shown an acceleration trend since 2024, recording
a growth of 6.9% in the 4th quarter. The growth of gross investments, which in
the second half of 2023 and the first quarter of 2024 was significantly driven by
the growth of government investments, slowed down somewhat at the end of the
year, in line with the significant underperformance of capital expenditures during
the year. On the other hand, the high growth rates of private investments remain,
largely due to the high investment activity maintained in the real estate sector.
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Conclusion

In the first quarter of 2025, the risks of economic growth slowdown and inflation
acceleration in the global economy, as well as in Armenia’s main partner countries,
have significantly increased due to the increase in prices of goods and services
characterized by rigid prices in international commodity markets, the risks of
possible disruption of supply value chains, the growing tension in international trade
relations, as well as the current increase in geopolitical tensions. At the same time,
prices in partner countries still remain relatively high, and labour market conditions
are tight. Against the background of the above developments, it is expected that the
central banks of leading countries will maintain relatively tight monetary conditions
in the near future, in which case, weak inflationary influences from the external
sector may penetrate the Armenian economy. In the first quarter of 2025, the
weak inflationary environment in the economy persists, largely due to the still
deflationary effects transmitted from the external sector, as well as the weakening
of external demand for some domestic services. The increase in food prices in the
international market has not yet been fully reflected in domestic prices.

On the other hand, the deflation of imported non-food goods continues, which is
mainly due to the decline in producer prices in the Chinese economy. In parallel, due
to the weakening of external demand, the prices of some services have continued to
decrease. In these conditions, inflation expectations have also continued to decrease,
approaching the target level.

In Armenia, the high external demand observed since 2022 has gradually weakened,
but domestic demand still exhibits unstable behaviour and uncertainty regarding its
future conditions remains elevated. On the one hand, high growth in retail trade,
consumer credit, domestic tourism and services indicates strong domestic demand.
On the other hand, still, somewhat concentrated economic growth, the continued
decline in remittances, the gradual weakening of labour market conditions and the
current overall weak inflation environment indicate the presence of relatively weak
demand. In addition, uncertainties regarding the outlook for domestic demand also
persist.

Overall, in 2024 the pace of economic growth gradually slowed down and
approached a stable level, and its concentration also weakened somewhat. However,
despite the trends in the slowdown in economic growth rates, in the last months
of 2024 trends of revitalization of traditional branches of the manufacturing
industry were observed, especially in the food and tobacco production sectors. In
the information and communication sector, despite the high growth recorded in
2024, which is largely of a technical nature, risks associated with the medium-term
growth outlook remain. The main driving force in the services sector is still trade,
which is due to both the progressive growth of demand compared to supply and the
re-export process. In the construction sector, despite the continued high growth,
there are signs of a slowdown in the growth of the housing construction sector,
mainly due to the end of the income tax refund program in the mortgage market
in Yerevan.
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