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B3AUMOAEACTBUE KPEAUTOB BAHKOBCKOW CUCTEMbI
U SKOHOMMUYECKOIO POCTA B PECITYBAUKE APMEHUA

Amnnoragna. Leap: usyuumov poav kommepueckux 6ankos 8 obecneveHuu 3KOHOMUUCCKOZO PO-
cma cmparvl, u Haobopom. IlpoexTHo-merogzorornueckuii mogxoa: c UCNOAbL30BAMUEM U AHA-
AUSOM JAHHBIX KOoMMepuecKux 6aHKos o pacnpegescHuu kpegumos (npejocmasaeHue Kpesumos
JAOMOXO03AUCMBAM U CEKMOPAAbHOE PACNpeeAeHUE 8 UACTHOM CEKIMOpe ), aKmueax u naccusax,
coomHouienuu cobcmsenHozo kanumaaa u kpeauma xk BBII, a makxce gamnoix o memnax po-
cma BBII svissasiomess mengeHyuu u, cAe408ameabHo, UCCACAYCMCS POAb KOMMEPUECKUX GaH-
xos. Pesyaprarpr: Coommowenue akmusos 6anxosckoii cucmemor k¥ BBIT 8 2015 2. cnusuioce
na 1,8 npouenmmnoix nynkma no cpasueruro ¢ 2014 2., xomsa no cpasueruro ¢ 2000 2. coommo-
WieHUe 3HaYumeabHo yseaudunoco, gocmuznys 68,5% no cpasuenuio ¢ 22,8% s 2000 .
Ananrowuras mengeHuus HabA0AA1ACL U 8 OMHOUIEHUU COOMMOULCHUS BAHKOBCKOZO Kpeauma
k BBII. 9ma menaeHyus ompaxcaem usmeHeHUst u cAsuzu, Komopvie HabA0JAAUCH KAK B KO-
HOMUKe, MaK u 6 6aHKOBCKOU cucmeme: 3KOHOMUYCCKULL POCM U CMsS2YCHUE HEKOMopblX mpe6o-
BaHuii no npegocmasacHuio Kpegumos. Bpmsog: 8 nocmkpusucuwii nepuog (¢ 2012 no 2015
2.), BOCCMAHOB.ACHUE 3KOHOMUKU BbI3BA10 POCM CNPOCA HA BAMKOBCKUE KPEAUMbl, 4MO NOBACK-
10 3a coboil yseauueHue AKMuUBOB U NACCUBO8 GAHKOBCKOL cucmeMmvl. IKOHOMUYECKUL pocm U
passumue 6aHKOBCKOI cucmembl 48U2aauch 8 mom xee Hanpasaeruu. Ilepcnekmuser pocma kpe-
aumosanust 6ankosckozo cexkmopa Apmeruu uyscmsumenvrvl k cobblmusim, Komopvle puKCUpY-
IOMCsL 8 PEaAbHOM CEKMope 3KOHOMUKU, KOMOPbI, 6 CB0I0 Ovepedb, YSI3BUM K BHCUUHUM (HaK-
mopam, makum, kaxk obecueHusanue HauuomaroHol saromvi. IlpakTHueckoe npumenenwme:
pesyabmamut Mozym 6bimb ucnoavsosarovl Llenmparvroim 6arnkom u Murucmepcmsom puran-
cos Pecnybauxu Apmerus npu paspabomke pasauuHbIX cmpamezuil u APYux 3aKOMOAAmMeNb-
HbIX AKMOB, CBABAMHBLIX C NOAUMUKOL, @ MaKdx@e memu Yy4EMbIMU, KOMOpble 3AUHIMEPECOBAHbL
3Mou memou.

Karoueppre caopa: xkpesum, xommepueckuii 6amk, sxkoHomuueckuii pocm, 6aHKOBCKAs cucmema,
kpeqummuas noaumuka, Apmenus.
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Abstract. The goal: rescarching the role of commercial banks in providing for the economic
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growth in the country, and the opposite of it. Project-methodological approach: using and ana-
lyzing the data of commercial banks about the distribution of credits (providing credits to house-
holds and sectorial distribution in the private sector), assets and liabilities, correlation of equity
capital and credit to the GDP, as well as the data about the speed of growth of the GDP we
have found tendencies, and therefore studied the role of commercial banks. The results: The cor-
relation of assets of the banking system to the GDP in 2015 went down by 1.8 percent com-
pared with 2014, though in comparison with 2000 this correlation has significantly increased
having reached 68.5% compared with 22.8% in 2000. A similar tendency was observed with
regards to the correlation of the banking credit to the GDP. This tendency reflects the changes
and shifts that were seen both in the economy, and the banking system: the economic growth and
mitigation of certain requirements on providing credits. The conclusion: in the post-crisis period
(from 2012 to 2015) the reconstruction of the economy caused the growth of demand for bank-
ing credits which led to an increase in assets and liabilities of the banking system. The economic
growth and development of the banking system moved in the same direction. The prospects of
growth of credits of the banking sector of Armenia are sensitive to the events that are recorded in
the real sector of the economy that, in turn, is exposed to external factors, such as the depreciation
of the national currency. The practical application: the results may be used by the Central
bank and the Ministry of Finance of the Republic of Armenia when developing different strate-
gies and other legislative acts related to politics, as well as can be used by scientists who are in-
terested in this topic.

Keywords: a credit, a commercial bank, economic growth, a banking system, a credit policy,
Armenia

Introduction. The negative developments associated with the aftermath of the crisis experienced
by the Global Economy along with the low recovery rates of some industries entailed new risks and
resulted in some uncertainties owing to the second wave of the Global Financial Crisis and public
debt issues that some nations were facing. The negative developments of the Global economy hit the
Armenian Banking sector, namely being affected by the impact of the integration processes and un-
certainties that the global financial markets were facing. The aftermath of the Global Financial crisis,
in its turn, deepened the financial issues that the Eurozone nations were experiencing and slowed the
expectations with respect to the growth rates of the Global Economy. It needs to be noted that the
low interest rates suppose low costs that the commercial banks could bear both with respect to liabili-
ties and new financial resources being attracted, since the interest rates of loans that the banks borrow
are and/or attract from the international financial institutions are usually associated with the LIBOR.
Moreover, the low interest rates that were prevailing at the international financial markets owing to
the efforts of the central banks of various nations in response to the Global Financial Crisis affected
the level of profitability on the corresponding accounts of the Armenian commercial banks with the
non-resident banks that declined to a certain extent. Furthermore, despite the fact that the Armenian
banking system is considered as one of the most competitive sectors of the economy in Armenia, the
system faces some challenges and is coping with various threats.

At the last stage of the development of the Global economy Armenia became extremely vulnera-
ble to the changes happening in the financial markets, and the external sector threats the economy of
Armenia is facing are the proof of that. Moreover, the shifts happening in the Global economy are the
source of concern with respect to the stability of the Armenian banking system, namely with regard
to the “excess liquidity”, since about the half of the total amount of the assets of the Armenian bank-
ing sector is allocated at the foreign corresponding accounts (assets with the lowest level of profita-
bility). This situation states that the Armenian banking sector not only is experiencing difficulties
with regard to consolidating and reallocating both domestic savings and cash flows, but also allocates
domestic financial resources abroad. Actually, the difficulties of the banking sector are associated
with consolidating and reallocating both domestic savings and financial resources and preventing the
massive outflow of domestic resources. The capital market significantly affects this whole process
that needs to effectively reallocate the financial resources that are accrued at the hands of the nation
and to represents the realistic and adequate financial situation of the main “actor” of the market. Con-
sequently, if the level of domestic investments is still low, and foreign investments are associated
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with other factors, then a group of population that plays an active role in the capital market, neverthe-
less, prefers investing in foreign stocks issued by the renowned brands rather than investing in the
stocks of the Armenian companies. Surely, this situation cannot be only explained by the issues the
banking sector is facing; the rather significant size of the shadow economy, risks that are associated
with the real sector of the economy, low level of development of the other sector of the financial
market, low growth rates of the economy and other factors affect the described situation as well. The-
se factors affect the banking sector as well, and impact the investment allocation decisions made by
the banks and cause risks associated with managing the investment portfolio. It needs to be stated
that remittances and personal transfers received from abroad (mainly originated from the 1990s on-
wards) via banking system uniquely affect the development path of the banking sector as well: in-
creasing demand for money and putting additional pressure on inflation.

Hence, we attempt to investigate the role of the commercial banks in ensuring the nation’s eco-
nomic growth and vice-versa.

Literature Review. By examining the contribution of the banking sector to economic growth
across the sample of 16 transition countries in Central and South Eastern Europe from 1991 to 2011,
Petkovski and Kjosevski (2011:64) find that “the contribution of the relatively underdeveloped credit
markets to growth has been rather limited” [1, p. 64]. In case of three sub-Saharan African countries
— Kenya, South Africa and Tanzania, Odhiambo (2007:277) concludes, that “a demand-following
response is found to be stronger in Kenya and South Africa, whilst in Tanzania a supply-leading re-
sponse is found to predominate” [2, p.277]. Al-Moulani and Alexiou (2017:1), by studying the rela-
tionship between banking sector depth and long-term economic growth in the natural resource-based
economies, and the rest of the world in the period from 1964 to 2013, find that “the banking—growth
relationship is non-linear and positive within certain levels of banking sector depth in in case of all
country groups”, and “total effect of banking sector deepening on long-term economic growth is
weaker in economies with abundant natural resources than in the rest of the world” [3, p. 1]. Prochni-
ak and Wasiak (2017:334) by investigating the impact of the development and stability of the finan-
cial sector on economic growth across the sample of 28 EU countries and 34, OECD economies in
the period from 1993 to 2013 show that “the size and the performance of the financial system have a
significant impact on economic growth”, however “too big size of the financial sector, i.e. excessive
lending or too high volume of nonperforming loans, has a negative impact on GDP growth” [4,
p. 334]. Monnin and Jokipii (2010:21), by investigating the relationship between banking sector sta-
bility and the consequent evolution of real output growth for a sample of 18, OECD countries (a sam-
ple of 521 banks) from 1980Q1 to 2008Q4, find that “banking sector stability appears to be an im-
portant driver of GDP growth in subsequent periods” [5, p. 21]. For a sample of 70 Emerging/
Developing countries, Liang and Reichert (2006:33) find a strong evidence of Granger causality be-
tween the output and the measure of financial sector development (FSD), elaborated by the authors,
thus “suggesting that Granger causality runs from economic development to FSD, evidence of a
“demand-following” relationship” [6, p. 33]. In the case of Barbados in the period from 1980 to
2014, Best and Francis (2015:22-23) find an evidence of the “demand-following” hypothesis in the
short run [7, p. 22-23]. Isu and Okpara (2013:14) state that in the case of Nigeria “financial deepen-
ing follows a demand following hypothesis” and the “growth of the economy is necessary for finan-
cial development and not necessarily otherwise” [8, p. 14]. In the case of Laos, Kyophilavong et al.
(2014:16) state that “promotion of financial sectors could contribute to economic growth and at the
same time, economic growth also stimulates financial development” [9, p. 16]. In the case of 12
members of Economic Community of West African States, Atindéhou et al. (2005:777) find that in
“all but a few countries, results indicate a weak causal relationship between finance and economic
development on one side, and between economic development and finance on the other side” [10,
p. 777]. The results of Chang and Caudill (2005:1334) favor supply-leading hypothesis for Taiwan
[11, p.1334]. In the case of Jordan, AL-Naif (2012:100) finds that there is a “one-directional causali-
ty relationship from financial development to economic growth in both the long- and short-run” [12,
p.100].

Overall, the results vary from country to country: in case of some nations the evidence of supply-
leading hypothesis being weak, while in other cases the demand-following hypothesis showing
strong evidence. Hence, in case of Armenia we attempt to investigate the role of the commercial
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banks in ensuring the nation’s economic growth and vice-versa.

Design/methodological approach. By using and analyzing commercial bank data on loan alloca-
tion (extending credits to households and sectorial distribution in the case of the private sector), own
capital, assets and liabilities, and credit-to-GDP ratio, and GDP growth rates data, trend patterns are
identified and consequently the role of commercial banks is investigated.

Results. It needs to be noted that the current economic situation doesn’t favor the banking system.
Thus, the commercial banks by assessing the possible scenarios of the growth of the economy and
the impact of the depreciation of the national currency (see fig. 1) revised the requirements for get-
ting loans and made them stricter, hence adopting more conservative loan policy in case of extending
loans to bank clients (see fig. 2).
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Fig. 2. Bank loan-to-GDP and Bank assets-to-GDP ratios from 2000 to 2015 (%)
Source: [13]

Banking system assets-to-GDP ratio reported a slight decline in 2015 decreasing by about 1.8 per-
centage points over 2014, although in comparison to 2000 the ratio reported a significant increase
reaching 68.5% while compared to 22.8% back in 2000. The same trend was observed with respect to
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the bank loan-to-GDP ratio. In 2015, the ratio amounted to 39.8%, reporting a decrease of about 2.9
percentage point while compared to 2014 ratio. The ratio’s increase over 2000 was tremendous as
well (39.8% while compared to 9.6%). This trend pattern reflected the changes and developments
reported both in the economy and banking system: i.e. economic growth and easing of some of re-
quirements to provide loans.

Assets, liabilities, capital and profit of banking system* (thousand AMD)

Current period re- Previous period
Period Total Assets Total Liabilities Total Capital |tained earnings/Loss| retained earnings/
kk LOSS sk

31.12.2012 2,470,631,226 2,077,042,203 393,589,023 42,821,279 66,191,242
31.12.2013 2,943,734,392 2,487,701,871 456,032,521 37,928,881 98,209,091
31.12.2014 3,410,922,738 2,941,802,920 469,119,818 21,195,062 108,335,132
31.12.2015 3,457,080,811 2,943,030,970 514,049,841 (20,356,731) 122,137,908
Source: [16]
* Monthly reports data.

** Cumulative.

In the post-crisis period (from 2012 to 2015), the recovery of the economy caused increase in de-
mand on the bank loans (table, fig. 3 &4), thus entailing an increase in both bank assets and liabili-
ties. In other words, economic growth and the growth of the banking system moved in the same di-
rection: i.e. banking system development could be associated with the economic growth, and the eco-
nomic growth could be associated with the banking system development. Increase in the total capital
was linked to the new requirements of the Central Bank on the minimum threshold value of the own
capital that needed have to be reached to 30 billion Armenian drams (AMD) by January 1, 2017 in-
stead of 5 billion Armenian drams.
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Fig. 3. Commercial bank loans by sectors of economy (end of period, min AMD)*

Source: [17]
* Accrued interests are not included. Loans include also repo agreements, factoring and leasing operations.
** Including loans extended to bank employees and insiders.

Over the period 2011-2015, the loans extended to both resident private non-financial corporations
and households reported a tremendous increase (see fig. 3). Loans extended in foreign exchange were
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predominant in case of the private companies, while loans provided to households were mostly in
local currency. Loans to private companies accounted for a major share in the total loan portfolio of
commercial banks. In 2015, the commercial banks were more caution in making their decisions (see
Figure 1) with respect to extending loans to both private companies and households, thus pinpointing
the fact that commercial banks are sensitive to growth perspectives of the economy. In 2015, loans
extended to private companies (in foreign exchange) declined by 63,091 million Armenian Drams in
comparison to the amount of loans extended to private companies in 2014. The same trend was ob-
served in case of the loans to the households (extended in local currency). In 2015, the decline
amounted to 7.9 percent while comparing to the amount extended to households in 2014.

In the loan portfolio of commercial banks from 2013 to 2015, consumer loans were of the largest
share (see fig. 4), followed by the loans extended to the industrial and/or processing companies, and
trading companies. In case of the loans extended to the industry it could be concluded that the driver
of the growth banking sector loans could be the growth of the industry and/or future prospects of
growth of the industry. More conservative loan policy of 2015 could have been associated with the
depreciation of Armenian dram that possibly hit the industry, hence, once more reinstating our prop-
osition that Armenian banking system loan growth prospects are sensitive to the developments that
happen in the real sector economy. In 2015, the amount of loans extended to the industry declined by
53,977 million Armenian drams in comparison to 2014 (or by 12.6 percent). The same trend was ob-
served with respect to many sectors of the economy except the lending extended to services sector,
the agriculture, constructions and mortgage loans. Tremendous increase in lending was reported in
construction sector that reached about 59.3 percent in 2015 while comparing to 2014.
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Fig. 4. Commercial banks' total loans to residents by fields* (end of period, min AMD)
Source: [18]
* From Jul-11 the sectoral classification of residents has been changed in accordance with NACE rev. 2, does not include
loans to financial institutions.
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Conclusion. In the post-crisis period (from 2012 to 2015), the recovery of the economy caused
increase in demand on the bank loans, thus entailing an increase in both bank assets and liabilities.
Economic growth and the growth of the banking system moved in the same direction: i.e. banking
system development could be associated with the economic growth, and the economic growth could
be associated with the banking system development.

In case of the loans extended to the industry it could be concluded that the driver of the growth
banking sector loans could be the growth of the industry and/or future prospects of growth of the in-
dustry. More conservative loan policy of 2015 could have been associated with the depreciation of
Armenian dram that possibly hit the industry, hence, once more reinstating our proposition that Ar-
menian banking system loan growth prospects are sensitive to the developments that happen in the
real sector economy that is vulnerable to external factors such as national currency depreciation.
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Practical Implications. The results could be used by the Central Bank and Ministry of Finance of
the Republic of Armenia, in designing various strategies, and other policy related legislation, and by
those scholars that are interested in this topic.

References:

1. Petkovski, M. & Kjosevski, J. (2014) Does banking sector development promote economic growth? An em-
pirical analysis for selected countries in Central and South Eastern Europe // Economic Research-Ekonomska
Istrazivanja. 27:1. 55-66. DOI: 10.1080/1331677X.2014.947107.

2. Odhiambo, N. M. (2007), Supply-leading versus Demand-following Hypothesis: Empirical Evidence from
Three SSA Countries // African Development Review. 19: 257-280. DOI:10.1111/j.1467-8268.2007.00161 .x.

3. Al-Moulani, A. & Alexiou, C. (2017) Banking sector depth and economic growth nexus: a comparative study
between the natural resource-based and the rest of the world’s economies // International Review of Applied
Economics. Vol. 31. Issue 5. P. 625-650. DOI: 10.1080/02692171.2017.1299115.

4. Prochniak, M. & Wasiak, K. (2017) The impact of the financial system on economic growth in the context of
the global crisis: empirical evidence for the EU and OECD countries // Empirica. Vol. 44. No. 2. P. 295-337.
DOI:10.1007/s00181-015-1034-8.

5. Monnin, P. & Jokipii, T. (2010) The Impact of Banking Sector Stability on the Real Economy / Swiss Nation-
al Bank Working Paper. 2010-5. — Zurich : Swiss National Bank. — URL : //https://www.snb.ch/n/mmr/
reference/working paper 2010 _05/source/working paper 2010 05.en.pdf (last accessed: September 29,
2017).

6. Liang, H.-Yu & Reichert, A. (2006). The Relationship Between Economic Growth and Banking Sector Devel-
opment // Banks and Bank Systems (open-access). 1(2). P.19-35. — URL : //https://businessperspectives.org/
Jjournals/banks-and-bank-systems/issue-148/the-relationship-between-economic-growth-and-banking-sector-
development (last accessed: October 6, 2017).

7. Best, Alton Francis, B. M. (2015) Is Financial Development Supply-leading or demand-following? Time-
series Evidence from Barbados : paper presented at the 47th Annual Monetary Studies Conference: Financial
Development and Economic Growth / Bank of Guyana. 18th —20th November. — Guyana, Georgetown. —
URL : //http://www.ccmf-uwi.org/files/publications/conference/2015/3 _1-Best Francis-p.pdf (last accessed:
October 6, 2017).

8. O. Isu, H. Okpara, G. Ch. (2013) Does Financial Deepening Follow Supply Leading or Demand Following
Hypothesis? : A Look at the Nigerian Evidence // Asian Journal of Science and Technology. Vol. 5. Issue 1. P.
010-015, January.

9. Kyophilavong, Ph., Uddin, G. S., Shahbaz, M.(2014) The Nexus Between Financial Development and Eco-
nomic Growth in Laos / IPAG Working Paper 2014—447. — Paris : IPAG Business School, France. — //http://
www.ipagcen.com/wp-content/uploads/recherche/WP/IPAG WP _2014_447.pdf last accessed (October 9, 2017).
10. Atindéhou, R. B., Gueyie, J.-P. & Amenounve, E. K. (2005) Financial intermediation and economic growth:
evidence from  Western Africa // Applied Financial Economics. 15:11. 777-790. DOI:
10.1080/09603100500108030.

11. Chang, T. & Caudill, S. B. (2005) Financial development and economic growth: the case of Taiwan // Ap-
plied Economics. 37:12. 1329-1335.

12. AL-Naif, Kh. L. (2012) Causality Relationship between Financial Development and Economic Growth in
Jordan: Supply-Leading and Demand-Pulling Hypotheses Test // Middle Eastern Finance and Economics. Is-
sue 16. P.100-109.

13. Central Bank of Armenia. Total assets of banking system/GDP/total loans of banking system/GDP [online
database]. — URL : //https.//www.cba.am/en/sitepages/statfinorg.aspx (last accessed: October 10, 2017).

14. International Monetary Fund. World Economic April 2017 Edition [outlook database]. — URL : //http://
www.imf.org/external/pubs/ft/weo/2017/01/weodata/weoselgr.aspx (last accessed: October 10, 2017).

15. World Bank, DataBan., World Development Indicators [online database] (last Updated: 09/18/2017). —
URL : //http://databank.worldbank.org/data/reports.aspx?source=world-development-indicators# (last ac-
cessed: October 10, 2017).

16. Central Bank of Armenia. ssets, liabilities, capital and profit of banking system [online database]. —
URL : //https://www.cba.am/en/sitepages/statfinorg.aspx (last accessed: October 13, 2017)/

17. Central Bank of Armenia. Commercial Banks Loans by Sectors (monthly) [online database]. — URL : //
https.//www.cba.am/en/sitepages/statmonetaryfinancial.aspx (last accessed: October 13, 2017.)

18. Central Bank of Armenia. Commercial Banks and Credit organizations Loans by Fields (monthly [online
database]. — URL : //https://www.cba.am/en/sitepages/statmonetaryfinancial.aspx (last accessed: October 13,
2017).

78 WWW.Ippe.ru



