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What are the underlying forces driving the economy?
Global economic developments in the context of key
uncertainties



Economic growth has accelerated and remains high despite CENTRAL BANK OF
persistently high geopolitical and economic uncertainty ARMENIA

Private demand continues to be the main driver of the US economy Consumer sentiment and real GDP growth
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Is current strong demand being driven by “over-optimistic” CENTRAL BANK OF
expectations about the future?
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On the other hand, risks to fiscal sustainability are gradually CENTRAL BANK OF
intensifying, posing upside risks to the long-term neutral interest rate ARMENIA
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Under these conditions, financial markets expect further policy

. o o . . . CENTRAL BANK OF
rate increases and anticipate that they will remain at relatively ARMENIA
high levels
Rising energy prices continue to be reflected in inflation dynamics Market participants have revised their expectations for the Fed policy
rate path upward
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Despite positive expectations for investment in infrastructure and

. . . CENTRAL BANK OF
the defense industry, structural challenges continue to weigh on the ARMENIA
growth outlook

Economic growth remains subdued overall Although PMis point to improving sentiment and expectations...
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On the other hand, the continued substantial rise in fuel prices has CENTRAL BANK OF
amplified the risk of second-round inflationary effects in the EA ARMENIA

Rising energy prices continue to be reflected in inflation dynamics Financial markets expect in a further increase of around 50 basis points
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Amid tightening monetary conditions, the continued build-up of CENTRAL BANK OF
fiscal risks, particularly in some economies, is contributing to a ARMENIA
sharper rise in long-term interest rates

Will France be able to implement the adjustment needed to move onto a The shift in investor sentiment is most pronounced in France, where

sustainable fiscal path? private companies now borrow more cheaply than the government
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Will fiscal problems continue to deepen, also eroding investment and CENTRAL BANK OF

consumer confidence in the EA? ARMENIA
Will this also lead to tighter financial conditions in emerging markets?

In advanced economies, long-term yields have risen across the board, reflecting a reassessment not only of the expected
interest rate path but also of long-term risks
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High global oil prices could support further demand growth in CENTRAL BANK OF

Russia, including by expanding fiscal space

ARMENIA

12-month inflation has accelerated somewhat, mainly reflecting Economic activity has recently recovered somewhat, stabilizing at

disruptions in fuel production
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Persian Gulf oil supplies have largely recovered, but
uncertainty about their sustainability remains elevated

Persian Gulf oil supplies have nearly recovered
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However, strong demand, low strategic reserves and other factors
are keeping oil prices high
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At the same time, global food price inflation is also AL BANK o
accelerating, partly reflecting current geopolitical developments and ARMENIA
adverse weather conditions

Food and Agriculture Organization (FAO) Food Price Index Futures prices of selected food commodities, daily
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What are the underlying forces driving the economy?
Domestic economic developments in the context of key
uncertainties



Despite some recent increase,

remains low, reflecting both global and Armenia-specific factors

2035 Armenian Eurobond yield and country risk premium estimate
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Although Armenia’s risk premium has declined more than those of
similarly rated countries, high sensitivity to external shocks persists
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Amid high geopolitical uncertainty, the risk of investors reallocating
capital flows persists, although emerging markets are currently more ARMENIA
resilient to various shocks

Although non-residents’ share in AMD-denominated bonds
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..theyield curve has shifted upward, possibly reflecting a
reassessment of risks by market participants
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Despite the gradual slowdown, CENTRAL BANK OF

. . ARMENIA
remains high
Economic activity and GDP growth Economic activity by sector, cumulative growth, January—September, %
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contraction mainly reflects non-structural factors and, CENTRAL BANK OF

. . ege ARMENIA
in the latest quarter, partly also some slowdown in traditional sectors...
Real growth in manufacturing, Y-o0-Y, % Activity growth in the main manufacturing subsectors
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The effective implementation of certain large-scale projects could
make a significant contribution to expanding the economy’s
productive capacity in the period ahead

CENTRAL BANK OF
ARMENIA

Impact on current account/GDP, pp

Impact on real GDP growth, pp
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AIthough activity has strengthened somewhat in certain .highly CENTRAL BANK OF
productive sectors, continues to be driven primarily ARMENIA
by demand-led sectors

Economic activity
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Strong demand continues to show up both in lending indicators and in

. . . . . . . epe . CENTRAL BANK OF

a widening current account deficit, driven in part by a significant rise ARMENIA

in imports of final consumer goods

Strong credit growth reflects both robust loan demand and banks’ The decline in savings, in turn, may reflect “wealth” effects and
easing of lending conditions optimism about economic prospects
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Risks of expanding external demand persist, reflected in more visits to
Armenia and probably also in longer stays

Tourist flows, thousand people
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ARMENIA
Border crossings by Russian citizens
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Meanwhile, with security risks easing, continued interest in Armenian CENTRAL BANK OF
assets may signal longer-term intentions among Russian citizens ARMENIA

The decline in tourist visits may paint the opposite picture of the actual
presence of Russian citizens in Armenia

Despite some easing of security risks in Russia...
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With global liquidity remaining high, sizeable capital inflows to

. . . . . . CENTRAL BANK OF
emerging markets, including Armenia, may continue, supporting a ARMENIA
further expansion in lending and demand

Capital inflows to Armenia, financial account
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On the other hand, Russia’'s economic restrictions may weigh on CENTRAL BANK OF
o o o ARMENIA
economic sentiment and domestic demand...

Exports of plant-origin products, USD million, cumulative Exports of animal-origin products, USD million, cumulative
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Meanwhile, some signals may also point to wider restrictions and
CENTRAL BANK OF

persistent problems in regional markets ARMENIA
Export losses are concentrated mainly in labor-intensive sectors

Beverage exports to Russia, USD million Change in export value in January—September 2026 compared with the
50 same period of the previous year, by sector and destination, USD million
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developments send mixed signals about the economy’s position. CENTRAL BANK OF
On the one hand, nominal wage growth continues to stabilize at around 5-6% ARMENIA
on average, possibly indicating a relatively more balanced position

Private-sector wage growth is slowing The unemployment rate remains within the 12-14% range
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On the other hand, this may reflect rising labor supply, masking the CENTRAL BANK OF

. . ARMENIA
impact of expanding demand on the labor market
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Given strong economic growth, its structural features and improved

. . . . CENTRAL BANK OF
administration, are running ahead of plan, partly ARMENIA
offsetting the demand-side risks expected from higher social spending
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underexecution risks are rising, given

. . . . CENTRAL BANK OF
the rising share of non-defence spending this year and in the years ARMENIA
ahead
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Against this backdrop, remains above target, with CENTRAL BANK OF
some easing to 4.3% in September ARMENIA

Inflation
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Despite some easing of seasonal food price pressures in recent
months, inflation accumulated over the year remains well above e COF
historical patterns

Fruit inflation Vegetable inflation
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Moreover, indicators also remain persistently CENTRAL BANK OF
. . . . ARMENIA
high, showing some signs of acceleration
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At the same time, amid disruptions to global supply chains and AL BANK OF
persistently high energy prices, upside risks to non-food prices ARMENIA
are growing
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In the short term, some increase in food price inflation can also be
expected, partly offset by exchange rate appreciation
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Despite some broadening of inflationary pressures in the

. . . . - . CENTRAL BANK OF
NTSPI basket, certain indicators may point to a stabilization of ARMENIA
inflation expectations
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Market reference scenario and expectations



Given current macroeconomic developments, financial market

o o . . . . CENTRAL BANK OF
participants have revised their monetary policy expectations and ARMENIA
now see a higher policy rate path

Expectations regarding the policy rate path, all market participants
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Inflation risks and risks from export restrictions to Russia have
become more prominent in market participants’ assessments, CENTRAL BANK OF
while views on the policy rate path remain divided
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In line with the inflation risks and rate expectations flagged by
market participants, yields have risen across the entire curve

From 16 September to 30 October, 1-10-year yields rose by

9.0 around 50 bp
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Over time, expectations at the short end have also been
reassessed
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Taxonomy of Scenarios



Taxonomy of Scenarios. CENTRAL BANK OF
Case A-Type Considerations

Expansionary Demand Output + | Inflation +

O Uncertainty over aggregate demand conditions in the domestic economy; the prevailing excess-demand environment, its persistence or further
expansion.

> The continued recording of economic growth and high economic activity above the estimated long-term sustainable level, driven mainly
by services and construction and accompanied by strong growth in consumption and lending, could point to excess demand conditions
in the Armenian economy.

> Amid a prolonged Russia-Ukraine conflict and an expansion in its scope, together with a deterioration in the security environment and
economic outlook:

- a significant increase in visits to countries in the region, including Armenia, with risks of a substantial broadening
of demand and inflationary pressures in the short term;

- a significant increase in demand for real estate in Armenia from Russian citizens, contributing to higher real estate
prices and, through the wealth channel, stimulating investment and consumption in the Armenian economy.

> The persistence or acceleration of significant capital inflows to Armenia, driven by growing interest in Armenian assets and, in particular,
external push factors, which in the short term would mainly contribute to an expansion in demand conditions in the domestic economy.

> Rising energy and food prices stemming from geopolitical tensions and disruptions to trade routes, combined with the persistently high
inflation in essential, sensitive goods in Armenia, could lead to an acceleration in inflation expectations.
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Taxonomy of Scenarios. CENTRAL BANK OF
Case A-Type Considerations

Contractionary Supply Output - | Inflation +

Persistent geopolitical risks, particularly prolonged tensions in the Middle East and disruptions to
trade routes, could lead energy and food prices to remain elevated for a prolonged period or rise
further, while also increasing logistics and other production costs, with corresponding inflationary
effects on the Armenian economy.
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Taxonomy of Scenarios. CENTRAL BANK OF

ARMENIA

Contractionary Demand Output - | Inflation -

O Risks of weak demand conditions in the global economy or individual partner economies and/or of their further weakening.

> A possible downward correction in US financial asset prices, particularly securities, given the risks of overvaluation, could lead
to a sharp weakening in consumer and investment activity in the US and, more broadly, in the global economy.

> Given the accumulation of structural problems in certain sectors of the Russian economy, a further weakening in economic

activity and domestic demand, with corresponding effects on Armenia’s exports of goods and services and on remittance
inflows to Armenia.

O Uncertainty over aggregate demand conditions in the domestic economy; the prevailing weak-demand environment, its persistence
or further weakening.

> A decline in incomes amid restrictions on exports of certain goods to Russia and high uncertainty over their outlook, particularly

given the large-scale employment in the agricultural sector, together with a broader weakening in investment and consumer
activity in the economy.

O Uncertainty over Armenia’s neutral interest rate; risks of it settling at a lower level.

> A lower equilibrium level of Armenia’s country risk premium and neutral interest rate amid easing security risks around Armenia
and a gradual improvement in fundamentals.
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Taxonomy of Scenarios. CENTRAL BANK OF

ARMENIA

Expansionary Supply Output + | Inflation -

AN increase in labour supply in the Armenian economy, driven by a deterioration in Russia's
economic growth outlook, reduced seasonal migration from Armenia to Russia amid tighter
migration policies in Russia, and the possible return of Armenian labor migrants to Armenia.

dProlonged Russian restrictions on imports of goods produced in Armenia could create excess
supply of certain products and generate deflationary pressures in the Armenian economy.

A fundamental resolution of geopolitical tensions in the Middle East, combined with the current
expansion in production by non-OPEC+ countries, could lead to a decline in energy prices and their
settling below pre-conflict levels, with predominantly deflationary effects.
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Policy discussion
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