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Over the course of the past 10-15 years, Armenia’s macro parameters (e.g., GDP CAGR of ~6%) have
evolved in line with global and regional frends, which has not allowed the country to make a
breakthrough given the low starting baseline.

Moreover, overly relying on consumer spending to drive economic growth cannot be sustainable
and sufficient in the future. Three main levers need to be addressed to grow sustainably:

= Closing the import gap and becoming a net exporter of goods and services
= Boosting labor productivity (i.e., human capital)

= Attracting sizeable investments (e.g., for infrastructure)

Through collective efforts Armenia can overcome these barriers and leap towards achieving
sustainable, high economic growth



In the last 15 years Armenia’s economy has grown at ~6% per

annum, which has not been sufficient to make a leap
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04-19 I Key takeaways

Armenia has grown
faster than many other
Former Soviet Union
countries

However, regional
neighbors have
managed to grow faster
than Armenia in the
same period



Due to the low starting base, Armenia’s growth has not

been enough to significantly change its position relative to

peer countries
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Key takeaways

Despite Armenia’s growth
rate, its low starting base
for GDP per capita did not
enable the country to
significantly improve its
position vs. its FSU peers

Armenia could aspire to
accelerate its
development o reach the
GDP per capita levels of
Eastern European
countries
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evolved in line with global and regional frends, which has not allowed the country to make @
breakthrough given the low starting baseline.

Moreover, overly relying on consumer spending to drive economic growth cannot be sustainable
and sufficient in the future. Three main levers need to be addressed to grow sustainably:

= Closing the import gap and becoming a net exporter of goods and services
= Boosting labor productivity (i.e., human capital)

= Attracting sizeable investments (e.g., for infrastructure)

Through collective efforts Armenia can overcome these barriers and leap towards achieving
sustainable, high economic growth
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Main factors affecting Armenia across 5 dimensions By

() Structural factors

Dimension Factors

Human Capital Loss

Consequences ,
*  Casualties Refugees (IDPs)
of Artsakh War . ded s Defense and border
Wounded & PTSD governance
e Captives
Unsustainable economic growth / \ .
- L P tivit
engines ‘ abour Productivity Decreasing FDI and investment
activities
Unemployment Underleveraged exports, driven .
2 Economy Ploy by commodities Food Security
Energy Securit
Mono-ethnic country gy Y

K / Transport Security

Post-war
frauma

Ample and accessible healthcare Human capital and growing

3 Social social imbalances

Role of Church in the XXI century fﬁgﬁgﬁgg&gﬁgﬁl opportunities

National Trust

Common Vision Diaspora Institutions
4 Governance Government structures sfill in
formation (e.g. judicial system) Decision making and execution .
capabilities Quality Assurance and Standards
International relafions Disinformation and misinformation &
5 Dip|ochy Fake News



4 main structural factors have hindered ARMENIA

° ° ° ° 2@2"204'
Armenia from achieving its full o
potential -

Armenia GDP growth drivers, constant USD bn Unsustainable growth engines
‘I The main growth engine has been
consumer spending, driven by
increasing debft levels
4
PRODUCTIVITY - _
Imports exceed exports
2 3 2 Armenia’s exports are growing faster
1 . than its imports but not enough to
1.6 0.3 0.7 overtake them
Addressing these
37 = i 3 chall first
Lack of investment chailenges 1irs
3 Armenia has a low investment share of | could help .,
14.0 GDP vs its peers, and investment growth unlock Armenia’s
has stalled in the last decade potential in the
9.1 mid-to-long term
Low labor productivity
4 Though productivity has grown, it
2009 € 2019 remains below peer level and confinues
d O 5 GE) o % to hinder Armenia’s economic growth
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>0 X =0 =
0w C L 0] - %]
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Source: World Bank 7



1. Armenia’s consumer spending has recently been driven ARMENIA

. 202I-204|
by increased debt o
Consumer spending Consumer spending dynamics, CAGR
% of GDP 2019 index to 2009 '09-'19, % Key takeaways
400 hold Remittances were supporting
] Moldova Househo consumer spending growth before
350 Loans 2014
300
- Armenia After they started to decline and
250 PUblic Debt stagnate, Household Loans
KVIQvz 200 wblic B¢ 5 became the key driver of
Ry gvz Consumer Consumer Spending
epublic 150 N Spending
100 —— Remittances Additional consumption through
Ukraine 2009 10 12 14 16 18 2019 household loans is not sustainable
due to growing debt
i Georgio Household loans. Change Public debt reached 53,9% of GDP
% of GDP 2019 ‘09-"19, % in 2019- international borrowing for
- CAPEX projects has also indirectly
(€ Azerbaijan 30 - supported consumer spending
+13.3
25 Armenia +16 3
Belarus 20 Georgia .
15 — Russia
K kh T 2 o »
) 5 Kyrgyz
Russian . Republic
Federation 2009 10 12 14 16 18 2019

Source: World Bank, Armstatf, National Statistics Agencies of FSU countries 8



1. Armenia’s low savings rate and aging popvulation point Sl

to potential vulnerabilities in the future e
Gross savings Gross savings, Change
% of GDP 2019 % of GDP 2009-2019 ‘09-"19, pp Key takeaways
i} 35 i Armenia’s gross savings rate
Azerbaijan  ZERL 30 RUSSIG : has declined over the years,
\ 25 /Georgia as in some of ifs FSU peers
g- Belarus 28% 20 < Kyrgyz (Kyrgyz Republic, Ukraine)
. 15 E‘:pf’b"c The fall in the support ratio
Russian g0 10 raine 4.6 highlights the strain on the
- Federation S \ Armenia A
5 pension system as more and
more older people become
e 20091012 41618 2019 dependent on the working
age population
@ Support ratio (people age 20-64 per one 65+) ngg%e This issue is further highlighted
2010-2030 ‘10-'30, . .
Kyrayz PP in Armenia as the government
Sl 14 c
Republic @ mqiches.7.5% of sclo.ry |r)’ro
12 the pension fund, which is
BB voicove :@ 10 yigyz. higher than its FSU peers (e.g.
g / Republic Georgia matches only 2%)
Armenia
- Ukraine @ 6 Georgia 20
4 \\\ Russia '
- Armenia @ 2 Ukraine
2010 15 20 25 2030

Source: World Bank
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1. Consumer lending has been on the rise since 2018 Ty
Nonperforming loans to total gross
loans, % Banking loan porifolio, % Key ta keawclys
10 240
220 Mortgage Nonperforming loans remained

| 200 /-'\ AMD loans fairly high at around 5%
Consumer

— o~ Among peers this indicator varies:

180 .
7 loans In Georgia, only 2% of loans are
160 Loans non-performing, while in Russia it is
140
USD loans nearly 10%
120
100
2019 20 2021
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1. Socio-economic imbalance is fueled by deteriorating
human capital and growing inequality

2.

Human Capital
min people

Wealth and inequality

Armenia’s population
Millions of people

2009 69%

31% 2.88

2019 68% 32% 2.96

2029 (F) 64% 36% 2.552

Working age Population below
population or over working age

Education penetration
% of population

2009 47% 44% E?
2019 51% 39% E?
2029 (F) 45% 38% @

B Without education B Intermediate education

B Advanced education Basic education

Gini coefficient
Index with 0 — perfect equality, 100 — perfect inequcﬂi%/4

35

30 28 o
25

25
2009 10 11 12 13 14 15 16 17 2018

= Armenia = Peers Average = Belarus

Income held by highest 10%

% of income

2009 23%

2014 26%

2018 29%

Poverty in Armenia’
% of population

2007 S N T 34

[ | Very poor/extremely poor M roor

Very poor: Consumption per adult below the lower poverty line of AMD 24,400 in 2008 and 30,500 in 2012 Extremely poor: Consumption per adult below

the food poverty line of AMD 17,600 in 2008 and 21,700 in 2012

Worst Case scenario in which nearly 300,000 people leave because of the war — details to follow
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Lower birth rate and
emigration could be the key
drivers of population’s decline

The share of working age
population is projected to fall
due to emigration

of 15-24-year olds and aging
of the population (growth in
share of 65+year olds)

The quality of human capital
may decline due to arise in
the share of the population
without education

Inequality is growing and
remains higher than in peer
countries



1. Over the last decade, Armenia has experienced more AL
emigration than immigration >y

Migration dynamics in Armenia, Destinations and structure of migration,
thousands of people cumulative 2013-2018 Key takeaways

Immigration M Emigration Emigration )
Over the last 6 years, Armenia has

lost over 150,000 citizens due to
- 82.2% 77.1% net migration

Most emigrants were men

14.1% I 8.2% of active working age emigrafing
to Russia for work

20 20

The majority of immigrants were

2.5%| |« 6.5% also men, who immigrated for a
variety of reasons including work,
education/training, family

0.5%| | 4.7% formation and reunification

0.5%| 1.2%

0.2%| | 2.3%

44 45

Source: Armstat, International Organization for Migration (2016,2018)



1. Demographic changes are already influencing the composition of ARMENIA
Armenia’s population

65+

55-64
45-54 45%
35-44
25-34
15-24

5-14 53%

0-4

Source: UN

—

2020 =2
: S

Male “—~ Female

o I~

—
)

55%

477

202I- 204l

ideas in action

Key frends

Life expectancy for men is ~5 years lower than for women
(<2% of women smoke)

The gender split in the 25+ age group is significantly
skewed towards women due to higher emigration by men
seeking better sources of income for their households

As a result of the war, the share of the working age
population will continue to decline due to war casualties,
disabilities, thus creating vulnerabilities for the pension
system

In addition, perceived insecurity and fear of another
escalation may encourage parents to move their 14-18
year-old children out of the country, thereby
exacerbating the problem

The threat of the declining birth rate is linked to "gender-
based abortions”, which are dramatically affecting the
gender split of people under 24

In the context of stagnating incomes and low savings,
households tend to have as few children as possible



2. Armenia has been able to significantly increase exports but remains a ARMENIA
net importer ey
Trade volume, current USD bln Export of goods & services vs selected peers, % GDP
7.0 \_T%pa. ) N\ W Ukraine
6,5 6,1 M Belarus
6,0 Import == Georgia
55 53 A Kazakhstan
= Armenia - RA
5,0 . .
mm Russian Federation
4,5 B Azerbaijan
4,0 A
3.5 B Ukraine
30 +|+ Georgi(]
' M Belarus
2.5 B Armenia I 257
2.0 EX Kazakhstan
1,5 mm Russian Federation
10 B Azerbaijan
'
0.5 - — 14% p.a. |— ~ )
I M Belarus
W Ukraine
2008 09 10 11 12 13 14 15 16 17 2018 =+ Georgia
— i I 357
1,8 1,7 1,6 11 1,4 Net Armenia . 3%
B Russian Federation
1,9 1,7 1,8 ‘1.0 -1,7 export B Kazakhstan

Bl Azerbaijan

Source: The Observatory of Economic Complexity; UN comirade



2. Armenia’s goods exports have been driven by growth in

commodity export volumes

Armenia’s goods exports,
current USD bn

B Commodity M High Value-added

Armenia
joined EAEU
in 2015 +16.1%
+17. 6%
i I i B 7%

Armenia’s goods imports,
current USD bn

27 28
III |

2009 10 11 16 17 2018

Source: The Observatory of Economic Complexity; UN Comfrade

+6.2%

+6.3%

D

CAGR,
percent Structure and drivers of commodities exports
‘09 18

Structure of commodities export, percent
H Metals [l Agriculture

2009 18% BREZA 43%

B Minerals M Textiles
2014 16% 33% 20% Stone
2018 16% 42% 12%

Commodities growth drivers

2009 [N 0.5
0.2 | Price Factor
11
2018 [ 18

Volume Factor

CAGR,
percent Structure of imports
‘09-’18

Structure of commodities imports, percent
B Metals W Agriculture

2009 16% 35% 15%

B Minerals M Textiles
2014 22% 42% 117 [
2018 19% 44% 12%

Structure of high value-added imports, percent
M tiectronics M Minerals

2000 R 17~ 2% | 16%
[ | Mochmery Stone
2018 N/ 18% I 17% Chemicals .Texﬁles

H Metals
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Key takeaways

Armenia’s goods exports
consist primarily of
commodities — minerals,
metals and agricultural
products

Though commodity exports
have been primarily driven
by increased volumes in
certain categories, the price
factor has been more
noticeable (e.g. in Metals,
growth has been driven by
prices only, while in Stones,
prices contributed ~1/3 of
growth)

On the other hand, Armenia
imports high value-added
goods



2. Though trade with Russia has intensified, joining EAEU ARMENIA
has not significantly changed the profile of Armenia's exports 2021204

ideas i action
M 2015 MW 2018

Armenia’s goods exports: top 10 categories, Change, Armenia’s goods exporis to EAEU countries,
2015 vs 2018, current USD, min percent 2015 vs 2018, share

26.7% The new opportunities
generated by Armenia’s
accession to the EAEU
remain insufficient to shift
exports away from
extractive activities

Key takeaways

Ores, slag and ash

658

Precious metals, stones 7

and pearls

!
~N

287

66
235

Tobacco and manufac-
tured tobacco substitutes

Beverages, spirits
and vinegar

0.4% 0.4% 0.3% 0.4% 0.0% 0.0%

-

N

Articles of apparel not
knitted or crocheted.

Copper ore and gold

) ) accounted for the largest
Armenia’s goods exporits to non-EAEU countries, .
2015 vs 2018, share segment of Armenia’s

exports in 2018
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o W

Aluminum and 12.4% 12.4% 12.7%

articles thereof

[ron and steel.

Copper and

articles thereof

Articles of apparel

knitted or crocheted.

Others 205

10.6%
9.7% 10.2%

w

Trade with members

of the Union increased
mainly due to trade

with the Russian Federation
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3. While FDI played an important role in Armenia’s

economic development until 2009, it has since declined

FDI inflows, USD min

Growth driven by Decline driven by
e Diaspora capital flowing into *  Global economic crisis
real estate -

and airport infrastructure

* Slowdown of infrastructure development
*  Privatization of mining, felecom : * Decline in investments from other countries

Ve (+43% )

944

2000 01 02

Source: Armenian Development Agency; UNCTAD bilateral FDI statistics; Global Insight; NSSRA

(=11% )

184
= H]iIII IIIIII II

17

254 254

18 2019
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The strong increase in FDI since
the late 1990s were driven by

Privatization

Foreign companies granted
same rights as local
companies

Investment guarantees
for foreign investors

Attraction of FDI in the real
estate sector

Since 2009, the decline has been
driven by both external and
internal factors such as

Slowdown of the Russian
economy

Investment protection issues



3. Armenia has the forth lowest investment share of GDP
among its peers, and investment growth has stalled

in the last decade

Armenia’s investment
level vs peers, share of
GDP average '15-'19, %

Armenia’s investment

growth vs peers,
CAGR ‘09-'19, %

FDI inflows, share of GDP
average ‘15-'19, %

.
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Source: World Bank World Development Indicators
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Armenia’s investment

(gross fixed capital formation)

share of GDP declined from
34% in 2009 to 23% in 2019

From 2009 to 2014, Armenia
saw a contraction in
investment of -4% annually

In 2019, FDI account for 8%
of total investment
in Armenia, compared to

26% in 2009

FDI inflow from Russian
investors declined from 53%
of total FDI in 2009 to 22%

in 2019



4. Armenia’s economic growth could be boosted by higher ARMENIA
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productivity growth By
M 2009 W 2019
Productivity — GDP per person employed, broductivit W°’ki|"$ Age ! | Key takeaways
roductivity  population nemploy- . q
constant 2017 PPP USD thousands growth growth? ment Armenia ho's peen clos:mq
CAGR CAGR Average the productivity gap with its
0 10 20 30 40 50 60 70 80 90 100  '09-19 '09-'19 0919 FSU peers with one of the
oecp average | 1.2% +0.4% 7.1% highest productivity growth
gy ___FE Aspiration’ _- 2.3% -1.0% 9.2% rates, but the gap with the
Lithuania _- 3.1% 1.7% 10.8% TOP-5, EE Aspiration and

Estonia —- 2.5% -0.7% 8.8% OECD is still substantial
Latvia —- 2.4% -1.8% 12.1%

Russian Federation _- 2.0% -0.6% 5.8%

Kazakhstan __ 3.7% +0.6% 5.2%
B Armenia _- 4.5% +0.03% 18.0%
B:B Moldova 5.1% -0.9% 5.2%
i Belarus 1.7% -0.5% 3.0%
== Georgia 4.5% -0.7% 17.1%
Azerbaijan 0.1% +1.1% 5.1%
W Ukraine _l 1.0% -0.8% 8.5%
Uzbekistan '-- 4.8% +2.1% 5.9%
= Taijikistan '-. 5.0% +2.3% 9.2%
Kyrgyz Republic '-l 3.3% +1.4% 7.7%
Turkmenistan :— +1.5% 4.0%

1. Average for Croatia, Bulgaria and Romania Armenia in 2019
2. Population ages 15-64, total
Source: World Bank



4. The public sector employs 24% of the total workforce in

Armenia

Share of public

sector employees in
total workforce

77%

L [0)74

30%

REEWBER
»

28%

1
=
/

27%

24%

24%

22%

21%

18%

FHETHN

18%

Source: World Bank

Share of total

Average monthly

Sector workforce, salary, AMD
breakdown percent thousand, 2019
Public administration 99% H I 274
Education 1% - 116

: : W
Human health and social 53% - 166
work activities ° B 50
Arts, entertainment - 114

48%

o} w
25
o %8
oz
59 o
—Po*
w
L
0

Q

o

and recreation . 2
Professional, scientific 27% N 148
and technical activities 5 I >0
Real estate activities 23% I 133

: __RE
Transportations and 2% _ 199
warehouse economy i - 182

Electricity, gas, stfeam

and air conditioning supply 13%

I a78
K8

H%ﬂﬁaﬂiﬁﬁ%*

Water supply, 8% - 121
waste management I - 192
Administrative and % N 145
supportive service activities 1 B 27
Information and 4% P 196
communication - R
Others 5%

+20%
P ol

M Public M Private

Salaries in private
vs public sectors,
percent

+66%
7
+ +
TIT +24%
B
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Key takeaways

In comparison with its FSU
peers, Armenia has one of
the lowest shares of
workforce employed by the
public sector

Public administration,
education and health
account for nearly 90% of
public sector employees in
Armenia

On average in Armenia, the
gap between public and
private sector salaries is
nearly 20%

20



4. Wages are distributed unequally in Armeniaq; the
lowest-paid jobs are in Agriculiure and Education,

which employ 30% of the workforce

Average nominal wage by sector,
2019, USD

Average monthly wage vs peers,
2019, USD

Financial and Insurance
activities

~— Mining and quarrying

Information and
communication

Public administration
and defence

~ Transport and storage

~— Construction

~— Healthcare and social work

Manufacturing and energy

Other
sectors

|
410 393 386 358 351 Agriculfure

| Education

236

Wholesale and retail

170

0 10 20 30 40 50 60 70 80 90 100
Sector Share of Employment, percent

Source: Armstat, International Labour Organization (Agriculture and Education sectors)

Agriculture

- Armenia .236

218

Belarus - 415
|
Georgia . 277
|
Moldova . 271

Russian
Federation - 046

Ukraine - 343
I
|
Uzbekistan . 160
I
I

A

230

Azerbaijan

» By 2 2NN I NN WA B N

~
o
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Key takeaways

Mining, IT and Finance sectors offer
the highest paid jobs and employ
only 5% of the workforce

Agriculture and Education employ
30% of the entire workforce but
they are among the lowest-paid
sectors

Attracting more people into
higher-salary industries such as IT
could also have a positive impact
on overall productivity, and
consequently, on salaries

21



4. The share of the informal economy in Armenia has
declined from 37% to 24% in the last 5 years

Informal economy share in Armenia

1.

Armenia (Mikaelian) Georgia (Mikaelian) = = Armenia (Elgin/Oztunali)
Azerbaijan (Mikaelian) Armenia (Medina, Schneider (2018)
80 Growth in oil Pension
revenues Reform
70 New Tax
Code
60
50
40 N
S
20
10
0

1991 92 94 96 98 2000 02 04 06 08 10 12 14 16 18 2019

Tax collection (tax income and duties as % of GDP) @ @ @ @ @ @

Informal employment rate, percent of population!

Informal employment rate is the share of employed holding informal jobs among total employment
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Most estimates show that the
share of the informal economy in
Armenia is gradually declining
due fo

+ Continuous development
of government institutions (tax
and customs reforms)

* Increasing fransparency in
the economy (e.g. sales
receipts monitoring)

* Anfi-corruption activities

This has resulted in an increasing
tax collection ratio and a
substantial decrease in the
informal employment rate
(especially after the pension
reform), while also contributing to
GDP growth

22
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Over the course of the past 10-15 years, Armenia’s macro parameters (e.g., GDP CAGR of ~6%) have
evolved in line with global and regional frends, which has not allowed the country to make @
breakthrough given the low starting baseline.

Moreover, overly relying on consumer spending to drive economic growth cannot be sustainable
and sufficient in the future. Three main levers need to be addressed to grow sustainably:

= Closing the import gap and becoming a net exporter of goods and services
= Boosting labor productivity (i.e., human capital)

= Attracting sizeable investments (e.g., for infrastructure)

Through collective efforts Armenia can overcome these barriers and leap towards achieving
sustainable, high economic growth
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Through collective efforts Armenia overcome main barriers and DS

leap towards achieving sustainable, high economic growth T ot
Armenia’s GDP per capita PPP, constant USD thousands 2017

{ +6% p.a. } ™~
2031 ASPIRATION:
10% growth p.a.
~(smpa)
45 ~40
0 Through consistent
! policies, focused
35 implementation of
30 inifiatives and close
- Y collaboration, Armenia
22 can become a mid-high
15 ;
~ Baseline: +4% p.a., based
10 ____________————’/,’ﬂ on infernational 0
——_”,,f”"\\ institution’s projections

0
1990 92 94 96 98 2000 02 04 06 08 10 12 14 16 18 20 22 24 26 28 30 2032

1. Middle income
Source: World Bank; 2020 data is Armenia forecast as of February 2021 24



