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POAb UMMOPTA KAK PAKTOPA OBECMNEYEHNA 9KOHOMUYECKOTO
POCTA B APMEHWU - BbI3OBbl U MEPCMNEKTUBbI

Annomayun: Top2o6is A6151emcs 8ANCHLIM PAKMOPOM 0becneyeHus. IKOHOMULECKO20 pOCma
Kadicoou cmpanvl. Takum obpazom, mvl onpedenunu poib peaibHo20 UMNOpmMa 6 00bACHeHUU
CMamucmuyecKu 3HauuUMblx usmenenuti peanviozo BBII, a maxoice ponv uzmenenuii 8 peais-
HbIX PAcxo0ax 0OMOXO035AUCME HA KOHeYHoe nompebaeHue u peaibHoM SKCnopme mosapos u
yenye 6 00bACHeHUU CIAmuCmMu4ecky 3HAYUMbIX USMEHEHULl 8 PealbHOM UMNOPMe 6 KPAmKo-
CPOYHOU nepcnexmuse, OCHOBbIBAACh HA MEmo0e HAUMEHbUUX Ka0pamoe, UCHONb3YsA Keap-
manvHvle OaHHble, 0Xeamwvlearoujue nepuoo c nepgozo keapmana 2012 2o0a no emopoii keap-
man 2023 200a, onpedenunu coomeemcmayoujue npuopumemsl 0 NPOMUEOCMOAHUS 6HeUl-
HUM NOMPACEHUAM U YKA3ANU 8bI306bl HA OCHOGE pa3pabomanHulx Hamu cyenapues. Coomeem-
cmeyrouue oyeHKU N0360UNU HaAM COeamby 8b1600, YUMo PeabHblli UMNOPM HAYA OKA3bI8ANb
CMAmMUCMuyYecKu 3HavuMoe GIUsAHUe Ha usmMeneHue peanvHo2o BBIT Apmenuu 6 céa3u ¢ 603poc-
uietl ponvio UMnopma 6 obecnedenuu pocma sKkcnopma 6 Apmenuu. Bospocwias pons umnopma
000CHOBbIBACNCSA BO3POCULEL POILIO IKCNOPMA YCIye U MOBAPO8 U PACX0008 OOMAUHUX XO-
3A1UCME HA KOHeuHoe nompebiienue 8 Cé43U ¢ HeOONbUUM GHYMPEHHUM DbIHKOM Apmenuu u
VKpenjienuem Kypca apMAHcKo2o opama no omuowenuio Kk ooanapy CILIA u poccuiickomy
pyono. Mer noouepkusaem ponb ougepcugurayuu 5KCRopma mex moeapos, 8 npou3eo0Ccmee
KOMOpbIX Apmenus umeem cpagnumenbHvle NpeuMmyujecmea Ha IKCNOPMHbIX PbIHKAX, U YEeu-
yeHus 001U 000ABIEHHOU CMOUMOCIU, CO30A8AeMOU 8 ApMmeHuu no OMHOWEHUIO K IKCHOPpMU-
DPyeMblM Mo8apam.

Knrwueewie cnosa: BBII, umnopm, sxcnopm, pacxo0bl 00MOXO035UCME HA KOHeYHoe nompeoiie-
HUe, SKOHOMUYECKUL pOCM, 2unomesd pocma, 00y Ccl081eHHO20 UMNOPMOM, ApMeHus.
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THE ROLE OF IMPORTS AS THE FACTOR OF ENSURING ECONOMIC
GROWTH IN ARMENIA: CHALLENGES AND PROSPECTS

Abstract: Trade is an essential factor in ensuring the economic growth of every country. There-
fore, we identified the role of real imports in explaining statistically significant changes in the
real GDP, and the role of changes in the real household final consumption expenditures and
real exports of goods and services in explaining statistically significant changes in the real
imports in the short-run, based on the least square estimation technique and using quarterly
data covering from the first quarter of 2012 to the second quarter of 2023 to indicate the re-
spective priorities to face external shocks and challenges, based on the scenarios designed by
us. The resloective estimates allowed us to conclude that the real imports have started to have
a statistically significant impact in explaining the changes in the real GDP of Armenia due to
the increased role of imports in ensuring export growth in Armenia. The increased role of im-
orts is substantiated by the increased role of exports of services and goods and household
inal consumption expenditure due to the small size of the domestic market of Armenia and the
appreciated Armenian dram against the US dollar and the Russian ruble. We stress the role of
export diversification of those goods that Armenia has a comparative advantage in producin
thereof by export markets and increase in the share of value-added created in Armenia wit
respect to the exported goods.
Keywords: GDP, import, export, household final consumption expenditure, economic growth,
import-led growth hypothesis, Armenia.

Introduction

Although the increase in imports could cause financial and economic crises, in the case of the Arme-
nian economy (ceteris paribus), the increase in imports might be associated with an increase in the
household final consumption expenditures and the exports (especially intermediate goods that are re-
quired for producing the final goods and or rendering services), and spendings on the acquisition of
capital goods (fixed capital) by the private sector. In turn, the increase in capital expenditure by private
companies in the given period is explained by the capital goods expenditures made by companies in
previous periods.

If we analyze the growth pattern of the imports upon Armenia’s accession to the Eurasian Economic
Union (EAEU) and until 2020, it becomes clear that the decline in imports in the period 2015-2016
compared to 2014 mainly reflected the reduction of real expenditure directed to final consumption by
the Armenian households (amounting to 7.6% and 2.1% respectively), and the real decline in gross fixed
capital formation in the period 2013-2014 as well (by 7.0% and 2.2%, respectively) [17]. In the period
2017-2019, the increase in imports was associated with the increase in the real household final con-
sumption expenditure, exports of goods and services, and fixed capital formation [17]. In 2020, the
reported decline concerning the main consumption elements (expenditure components) was substanti-
ated by the pandemic, thus leading to a decline in imports of goods and services by 31.5% (y/y) [17] (in
the case of imports of goods, by about 965 million US dollars [19]).

In 2021, along with the economy's recovery caused by the growth of these three expenditure compo-
nents, the real growth rate of imports of goods and services amounted to 12.9% [17]. In 2022, the in-
crease in real imports of goods and services (owing to the Russian-Ukrainian conflict) reported a growth
of 34.5% [17] (imports of goods increased by 3.41 billion US dollars and amounted to 8.78 billion US
dollars, which continued during the nine months of 2023 compared to the same period of the previous
year, comprising 8.43 billion US dollars and increasing by about 2.84 billion US dollars [19]). There-
fore, we could conclude that in the short run, statistically significant changes in the real imports could
be caused by changes in the real exports of goods and services and household final consumption ex-
penditure, thus leading to statistically significant changes in the real GDP, in turn.

Therefore, the purpose of the article is to identify the role of real imports in explaining statistically
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significant changes in the real GDP, and the role of real exports and services and the household final
consumption expenditure in explaining statistically significant changes in the real imports and services
in the short run, using the least square estimation technique based on quarterly data spanning from the
first quarter of 2012 to the second quarter of 2023 to propose respective measures to address the vulner-
ability to the external shocks with respect to the scenarios we built.

Expected various scenarios of three periods

When the global pandemic broke out in China in December 2019, the lockdown was spreading across
various states of China starting from January 2020, followed by many countries across the globe in the
first quarter of 2020. Hence, the Government of Armenia at the beginning of the first quarter of 2020
could expect the following scenarios in the short run:

1. Full and/or partial lockdown (lasting several weeks) in different countries and Armenia.

e Asaresultof the lockdown in various countries, and especially in China, a decline in the imports
of intermediate goods, required for the production of exported final goods and rendering services, or
“inability to import”, could have led to a decline in production of goods intended for the consumption
in the domestic market (including necessity goods) and exports even if Armenia had to go into a partial
lockdown, thus resulting in a decline in exports since the demand for Armenian products would decline
in other countries (leading trade partner of Armenia). Even though there could have been an increase in
the demand for food products of Armenian origin, however, the growing demand would have been dif-
ficult to meet in the case of declining imports.

e The lockdown in various countries would especially affect the imports of food and necessity
goods because, during the lockdown, the demand for these products would have increased in Armenia
and different countries, associated with the fact that households would have bought these products in
large quantities and the demand for those goods would have increased in the short-run worldwide, and
therefore increasing the prices of those goods in particular. Hence, Armenian households could have
increased their final consumption expenditures, especially channeled to purchasing imported food and
necessity goods.

e  Owing to the short lockdown of companies and the deteriorating economic situation, the com-
panies could have reduced or postponed their decision to purchase capital goods, which, in general,
would have negatively affected the real GDP of Armenia in the medium term.

e Ingeneral, a decrease in exports, household final consumption expenditure, and capital expendi-
ture (especially by the private sector) could have led to an economic downturn that would not have been
relatively deep.

2. Full and longer (lasting several months) lockdown in different countries and Armenia:

e Difficulty or “inability to import” intermediate goods because of longer lockdowns in other
countries, and China, which could have led to a decline in exports of goods of Armenian origin, since
demand for Armenian goods would have decreased in other countries. This could have also affected the
production of companies meeting the domestic demand, especially in the case of a decline in imports of
intermediate goods, thus resulting in a decrease in the industrial production volumes, since they would
not have been used while offering various tour packages to tourists, owing to closed borders to be con-
sumed in the territory of Armenia (inability to make expenditure).

e  Owing to the lockdown in various countries, increased demand for imports, especially for food
items and necessity goods by households, and difficulties while importing, and if imported, at higher
prices. A decline in domestic demand could have been reported owing to reduced household final con-
sumption expenditure.

e Owing to the prolonged lockdown and deteriorating economic situation, the companies could
have reduced or delayed their decision to purchase capital goods and only do so in the medium term.

e In general, reductions in exports, household final consumption expenditures, and capital ex-
penditures would have led to an economic downturn even deeper than under the first scenario, and a
double-digit decline could have been reported.

Therefore, it was important for the Armenian government to have various estimates at the beginning
of 2020 on what role imports played in ensuring economic growth in Armenia, and how the changes
thereof could have been affected by the changes in household final consumption expenditure and exports
of goods and services especially in the short-run, along with the recovery of the economy, based on the
data of the previous period.
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At the beginning of 2022, when Russian relations were tense with the West over the Ukraine, the
Government of Armenia could have expected the following scenarios:

1. Imposing sanctions (not strict) on Russia, as a result of which Russian imports from these coun-
tries could have been reduced, thus leading to an increase in exports of services (mainly tourism) and/or
goods to Russia and resulting in an increase in imports to produce final goods and/or to provide services.
Exports could have also increased household income and final consumption expenditure in the short
run, especially on imported goods and services. An increase in exports could have led to an increase in
expenditure on capital goods by companies, thus resulting in an increase in imported goods (real im-
ports) only in the medium term, given the fact that capital expenditure in the given period is affected by
the expenditure channeled to acquire and to introduce new technologies and replace old ones with new
ones, as well as to report an increase in the production. Rising household expenditure would have also
increased domestic demand.

2. Imposing new large-scale sanctions on Russia that might have possibly affected the banking
system of Russia, could, in addition to the above-described first scenario, have led to an influx of mi-
grants (to receive wages in foreign currency), and the increase in the expenditure thereof could have
caused a growth in household income and expenditure, namely on the imported goods and services.

Therefore, it was important for the Armenian government to have these estimates in early 2022, as
in the case of scenarios and expected in early 2020, to gain insight into the impact of changes in real
imports of goods and services on the economic growth in Armenia and how the real imports could have
been affected by changes in household final consumption expenditure and exports of goods and services.
Under the above-mentioned scenarios, the increase in imports of goods and services would have posi-
tively contributed to the economic growth in Armenia.

The Government of Armenia could have expected the following scenarios in the short run, in the
case of the prolonged Russian-Ukrainian conflict at the beginning of the third quarter of 2023, when the
Russian ruble had depreciated [14] against the Armenian dram compared to 2022.

1. Asharp depreciation of the Russian ruble against the Armenian dram would not be reported, or
the exchange rate would remain at the same level, an increase in the demand for imported goods and/or
services by households might be reported in the case of the household final consumption expenditure
remaining unchanged; however, the Armenians manufacturers could have faced the following issues:

e  Mainly sellers of products in the domestic market: The fall in the prices of imported goods could
intensify the competition in the local market, and with the household final consumption expenditure at
least remaining at the same level, the sales turnover of the local producers might be reduced. This, in
turn, could cause an increase in those imported goods to be consumed by Armenian households, along
with a decline in the imports (intermediate goods) to be used in the manufacturing of final goods. This
could lead to a decline in capital expenditure by local producers, thus reducing imports of capital goods.

e  Mainly exporters to Russia (including service providers): In terms of price competitiveness, the
prolonged depreciation of the Russian ruble (but not drastic) against the Armenian dram might make
products of Armenian origin and/or services less competitive in the Russian market and/or for tourists.
However, we do not exclude the fact that exports to Russia from Armenia might mostly remain at the
same level in the case of a limited supply of goods and/or services at the Russian market, owing to the
limited supply from other countries at least until the end of 2023, or even a slight increase could be
reported. Because the exports to Russia accounted for about 30% of the merchandise exports of Armenia
to the world in the period 2020-2021 [20], hence, exports of goods of Armenian origin to Russia could
at least remain at the same level or even report a slight increase (namely in the case of services), with
imports of intermediary goods possibly remaining unchanged (or even slightly increasing). The exports
might be affected by weather conditions, making it impossible to transport goods through the Upper
Lars checkpoint for a certain period. A reduction in capital expenditure by exporters might be reported,
thus causing a decline in the imports of capital goods.

2. A sharp depreciation of the Russian ruble against the Armenian dram might be reported owing
to the economic decline in Russia, coupled with other factors as well and resulting in a significant in-
crease in the demand for imported goods by households at least the final consumption expenditure
thereof remaining at the same level. In the case of this scenario, the changes described under the first
scenario would be more drastic, especially in the first half of 2024 and during the third quarter of 2024
(in the negative aspect).
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Therefore, it was vital for the Government of Armenia to have these estimates at the beginning of
the third quarter of 2023, as in the case of expected scenarios at the beginning of 2020 and 2022. Under
these scenarios, even if a slight decrease in the imports had been reported (a substantial increase in
imports of final goods (intended for final consumption) could have compensated namely for the decline
in the imports of capital and intermediate goods), they would have negatively affected the economic
growth in Armenia.

Brief Literature Review

Developing countries can increase their competitiveness and produce goods with high efficacy
through intermediate, capital goods, and new technology to reduce unit cost, while advanced and/or
industrially developed nations can import raw materials to translate them into technology products, thus
contributing to the economic growth [9, p. 2]. Recent endogenous growth models promote economic
growth through imports, considering the essential growth elements through new technology from capi-
tal-intensive to labor-intensive countries [7, p. 21]. It is emphasized that the imported goods in the in-
dustry could also affect export-oriented production [7, p. 21]. Importing capital and intermediate goods
stimulates domestic production, while the inflow of overseas advanced technologies and knowledge
increases productivity [13, pp. 368-369]. Imports of final and intermediate goods enable domestic pro-
ducers to innovate, increase productivity, and become more efficient in competing with overseas im-
ports, especially in the medium term and long run [10, p. 1084].

Therefore, the Export-Led Growth Hypothesis (ELG) and Import-Led Growth Hypothesis (ILG)
have been addressed by many scholars. The evidence of the ILG has been found in the case of some
countries, namely in China [12, p. 11], Japan and South Korea [13, p. 368], India [3, p. 87], Russia [9,
p. 10], Belarus, Bulgaria, the Czech Republic, Estonia, Kazakhstan, Latvia, Lithuania, Poland, Slovakia,
Slovenia [2, p. 646], the Netherlands, Belgium, Germany, France, Greece, Italy [5, p. 83], Pakistan [7,
p. 26], South Africa [6, p. 24], Malaysia, Indonesia, Philippines, and Thailand [4, p. 411], Argentina,
Colombia and Peru [1, p. 172], Chile, Costa Rica, Guatemala, Honduras [8, p. 16] and Namibia [11, p.
694].

Methodology and Data Description

We have defined our models as the followings to identify:

e the role of real imports of goods and services in explaining the statistically significant changes
in the real GDP;

e and the role of real exports of goods and services, the real household final consumption ex-
penditure in explaining statistically significant changes in the real imports of goods and services:

Real GDP = f (real imports of goods and services) (1),

Real imports of goods and services = f (real exports of goods and services, real household final
consumption expenditure) (2).

The Statistical Committee of Armenia switched to the System of National Accounts 2008, therefore,
the estimation of the first and second models was carried out based on quarterly data covering the period
from the first quarter of 2012 to the second quarter of 2023, (i.e. 46 quarters). 2012 was considered as
the base year (2012=100) for respective calculations. Seasonally adjusted quarterly data of the real GDP,
household final consumption expenditure, exports, and imports of goods and services were calculated
by using chained indices of the GDP real volume and its main expenditure components (%) [16] and
their nominal values for 2012 thereof [17].

In the case of the first and second models, the regression equations were estimated for three separate
periods (2012g1-2019q4, 2012g1-202194, and 2012g1-2023q2) based on the scenarios presented above.

Before estimating the regression equations, we took the natural log of all the variables to be included
in the equations, and upon finding the evidence that the given time series were not stationary, we took
the first difference thereof to ensure their stationarity.

We found that the correlation coefficients among independent variables included in the equations did
not exceed 0.5 (an absolute value) for all periods, which was evidence of no multicollinearity problem.
The regression equations were estimated using the least square method for different time periods.

We have estimated the following equations:

dlgdp=aotas*dlimport+e:  (3)
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Where:

dlgdp: is the first difference of the log of the seasonally adjusted value of the real GDP in period t.

dlimpor is the first difference of the log of the seasonally adjusted value of the real imports of goods
and services in period t.

ao, o1 are model unknown parameters.

&t 1S the error term in period t.

dlimport=p, + pi*dlexport; +5.*dlhhfcei+o:  (4)

Where:

dlimport; is the first difference of the log of the seasonally adjusted value of the real imports of goods
and services in period t.

dlexport; is the first difference of the log of the seasonally adjusted value of the real exports of goods
and services in period t.

dihhfce;is the first difference of the log of the seasonally adjusted value of real household final con-
sumption expenditure in period t.

So, f1, B2 are model unknown parameters.

vt IS the error term in period t.

We tested for the evidence of autocorrelation and found the evidence thereof, therefore, we incorpo-
rated respective MA order processes in the equations to deal with the problem.

Then, upon incorporating the respective MA order process into equations we tested for the evidence
of autocorrelation, heteroskedasticity, and normal distribution of error term, by performing the follow-
ing tests: Breusch-Godfrey Serial Correlation LM (lags included: 4); Breusch-Pagan-Godfrey; and
Jarque—Bera.

Results and Discussion

Exports of goods and services, household final consumption expenditure and imports of goods and
services nexus; and the imports of goods and services and the GDP nexus: In general, in the case of the
variables included in models of three periods, it was only in the case of the first model that the changes
in those variables explained about 40% of the variance in real imports of goods and services, while in
the case of the second and third models, the changes in those variables explained about 80% of the
variance in the real imports of goods and services (see Table 1, Estimations # 1, 2, 3).

In the first quarter of 2020 (when the pandemic began to spread across the globe), according to the
results of the estimation based on the data spanning from the first quarter of 2012 to the fourth quarter
of 2019, the Government of Armenia could expect that decline in the exports of goods and services by
1% in period t would lead to a reduction in the real imports of goods and services by 0.33% in the same
period (see Table 1, assessment #1), on average. Meanwhile, a decline in the real household final con-
sumption expenditure by 1% could cause a 0.74% decrease in the real imports of goods and services, in
general (see Table 1, assessment #1). It was expected that a decline in the real exports and services and
household final consumption expenditure [18] from the second to the fourth quarters of 2020 could
cause a decrease in real imports of goods and services by around 24.3%, 22.4%, and 31% accordingly,
other things being equal.

In 2020, the first scenario was reported, and the real household final consumption expenditure, ex-
ports of goods and services, and gross fixed capital formation declined by 13.9% (y/y), 33.5% (y/y), and
1.5% (yly) respectively, thus resulting in the economic decline of 7.2% (y/y) [17] compared to 2019.
Under this scenario, in 2020, an increase in the main imported product lines (at a 4-digit level) was
reported with respect to the necessity goods (wheat, sugar, sunflower, cottonseed oil, milk powder), and
intermediate goods as well [19]. Regarding the role of real imports of goods and services in explaining
the statistically significant changes in the real GDP, according to the data covering the period from the
first quarter of 2012 to the fourth quarter of 2019, and based on the estimation results, changes in the
real imports of goods and services did not explain the statistically significant changes in the real GDP.
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Table 1
Estimation Results-1 (Method: Least Square)
Estimation #1: Estimation #2: Estimation #3:
. Sample: Sample: Sample:
gﬁr%e'(‘)‘:f“t variable 2012q1-2019g4 2012q1-2021g4 2012q1-2023qg2
port: Adjusted sample: 2012q2- Adjusted sample: Adjusted sample:
2019q4 2012g2-2021g4 2012q2-2023q2
Constant -0.001 -0.007 -0.003
(-0.129) (-1.013) (-0.546)
dlexport 0.333 0.521 0.516
port: (2.192)** (6.762)%** (7.703)***
dihhfce 0.739 0.828 0.889
t (3.794)*** (6.239)*** (7.119)***
R-squared 0.395 0.796 0.792
Adjusted R-squared 0.352 0.785 0.782
Included Quarters 31 39 45

Notes: t statistic values in parentheses. ** denotes significant at 5% significance level, *** significant at 1% significance level.

Table 2
Estimation Results-2 (Method: Least Square)
Dependent variable Estimation #4: Estimation #5:
P dled Sample: 2012q1-2021qg4 Sample: 2012g1-2023q2
8ap: Adjusted choice: 2012¢2-2021q4 Adjusted choice: 2012¢2-2023q2
0.007 0.007
Constant (3.660)*** (4.082)***
. 0.229 0.223
dlimport; (7.169)%** (7.955)***
-0.364 -0.398
MA (1) (-2.324)** (-2.806)***
R-squared 0.564 0.536
Adjusted R-squared 0.539 0.514
Included Quarters 39 45

Notes: t statistic values in parentheses. ** denotes significant at 5% significance level, *** significant at 1% significance level.

At the beginning of the first quarter of 2022 (when the Russian-Ukrainian conflict had not yet
started), based on the estimation results using data spanning from the first quarter of 2012 to the fourth
guarter of 2021, the Government of Armenia could have expected, that the increase in the real exports
of goods and services by 1% in period t could cause a 0.521% increase in the real imports of goods and
services in the same period, while a 1% decline in the real household final consumption expenditure
could lead to a 0.828% decrease in the real imports of goods and services (see Table 1, Estimation #2).

In 2022, the second scenario was reported, and under this scenario, the increase in the real imports
of goods and services was accompanied by an increase in the real exports of goods and services in 2022,
and the deficit of goods and services account declined compared to 2021, however, the goods account
deficit worsened [11]. Meanwhile, to meet the growing external and domestic demands, both the whole
manufacturing and the manufacture of food products industry reported an increase of 13.5% (y/y) and
7.1% (yly), respectively in 2022 [21].

Regarding the role of the real imports in explaining the statistically significant changes in the real
GDP, in the second period, based on the estimation results using quarterly data spanning from the first
quarter of 2012 to the fourth quarter of 2021, the Government of Armenia could expect that changes in
the real imports of goods and services would explain statistically significant changes in the real GDP
(see Table 2, Estimation #4). Therefore, on average, a 1% increase in the real imports of goods and
services in period t could cause a 0.229% increase in the real GDP in that same period (see Table 2,
Estimation #4).
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At the beginning of the third quarter of 2023 (when the Russian-Ukrainian conflict was continuing),
based on the estimation results covering quarterly data from the first quarter of 2012 to the second quar-
ter of 2023, the Government of Armenia could expect that, on average, if the exports of goods and
services increased by 1% in period t (quarter), it could cause a 0.516% increase in the real imports in
the same period, while a 1% decline in the real household final consumption expenditure could lead to
a 0.889% decline in the real imports of goods and services (see Table 1, Estimation #3).

According to the data of the first three quarters of 2023, the first scenario was reported and likely to
be observed till the end of 2023. The increase in imports in nine months of 2023 was accompanied by
an increase in exports [19], due to re-exports as well, compared to the same period of 2022, and the
whole manufacturing, namely the manufacture of food products industry reported a decline by 0.4% and
4.9%, respectively [22].

Regarding the role of real imports of goods and imports in explaining the statistically significant
changes in the real GDP in the third period, according to the estimation results using quarterly data from
the first quarter of 2012 to the second quarter of 2023, the changes in the real imports explained statis-
tically significant changes in the real GDP (see Table 2, Estimation #5). Hence, the Government of
Armenia could expect that, on average, a 1% increase in the real imports of goods and services in period
t (quarter) could cause a 0.223% change in the real GDP in the same period (see Table 2, Estimation
#5).

If we compare the estimation results of three periods (in particular, the estimated coefficients of the
two main GDP expenditure components (see Table 1, Estimations #1-3) with the estimated import co-
efficients (see Table 2, Estimation # 4, and 5), with the growth pattern of imports and exports of goods
and services in the period 2012-2023 (up to the second half of the year) [15], then we could conclude
the following:

1. The relatively small domestic market of Armenia that cannot provide Armenian households with
a wide range of goods and services, and the appreciation of the Armenian dram against the US dollar
and the Russian ruble starting from 2022 [14] as well, enabled the Armenian households to start pur-
chasing imported services and items similar to those produced in Armenia much cheaper, made the
purchase of services and/or goods not produced and/or rendered in Armenia more affordable, and as a
result, if households in Armenia increase final consumption expenditure, then the largest part of that
increase would be channeled to the purchase of imported goods and services. If, in the first period, an
increase in the household final consumption expenditure by 10% could cause a 7.4% increase in the
imports of goods and services, then in the second and third periods, the expected increase in imports
varied from 8.3% to 8.9%. This trend also indicates that in the medium term, if the Armenian dram
continues to appreciate against the US dollar and the Russian ruble, then in the short run and medium
term, a possible prolonged decline in the manufacturing and especially the manufacture of food products
could be expected, along with an increase in the real imports, thus negatively affecting the economic
growth in Armenia.

2. Based on the composition of exports by goods and countries, the exchange rates of the Armenian
dram to the US dollar and the Russian ruble in the period 2012-2019, the trend pattern of exports and
imports of goods and services (according to the balance of payments) [20]; [15]; [14]; [19] (the differ-
ence between imports and exports), it could be concluded that the value added created in Armenia in the
case of exported goods and services in the first period, and namely goods was higher than the estimation
results of the second and third periods indicated. A 10% increase in the real exports could cause a 3.33%
increase in the real imports, on average according to the estimated coefficient of the first period, while
based on the same coefficient of the second and third periods the expected change could reach about
5.2%, on average. Therefore, we could assume that the value added generated in Armenia in the case of
exported goods and services has decreased, in general, explained by the vulnerability to a single market,
and the appreciation of the Armenian dram against the Russian ruble [14]. This means that Armenian
companies might have reported lower profitability while exporting. This indicates that the role of export
diversification of commaodities that Armenia has a comparative advantage in producing thereof by trad-
ing partners (export markets) needs to be prioritized by Armenia in the medium term.

3. It could be assumed that the decrease in the value added generated in Armenia with respect to the
exported goods and services in the second and third periods compared to the first period resulted in an
increased role of imports in ensuring export growth and started causing statistically significant changes
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in the real GDP since a 10% increase in the real imports of goods and services could cause a 2.3%
increase in the real GDP.

Conclusion

In the short-run, statistically significant changes in the real imports of goods and services could be
caused by the changes in the real exports of goods and services and real household final consumption
expenditure, and changes in the real imports, in turn, could lead to the statistically significant changes
in the real GDP. Thus, imports started to have a statistically significant impact in explaining the statis-
tically significant changes in the real GDP of Armenia, because of the increased role of imports of goods
and services in driving the growth of the real exports of goods and services, and the increase in house-
hold final consumption expenditure as well, explained by the small size of the domestic market of Ar-
menia and appreciated Armenian dram against Russian ruble and US dollar [14], thus leading to increase
in imports.

This highlights several challenges that Armenia needs to address. One of the priorities is to develop
appropriate measures to prevent the decline of the manufacturing industry, namely the manufacture of
food products, and an integral part of those measures could be the diversification of goods that Armenia
has a comparative advantage in producing thereof by market, as well as increasing the share of value
added created in Armenia with respect to the exported goods.
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