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Introduction
The key objective of debt sustainability analysis is to assess whether the state can continue

to service its debt obligations without the need for drastic adjustments that would disrupt
the economic system. In the case of the Armenia, this issue became clear in 2020, when
the public debt/GDP ratio exceeded the maximum threshold set by law for the first time.
This process was mainly due to the fiscal expansion aimed at overcoming the COVID-19
pandemic and a 7.2% decline in GDP [Charaia & Papava, 2021]. As of 2025, the ratio has
improved to 49.0%, and this formed the reserve of 11 percentage points against the 60%
threshold.

Although the recovery is initially positive, a closer look at the underlying factors suggests
systemic risks. Over the past three decades, the Armenian economy has experienced two
notable periods of declining debt-to-GDP ratios: 2002-2008 and 2022-present. In both
cases, the appreciation of the Armenian dram against the US dollar led to a decline in the
monetary terms of external debt, which was accompanied by a nominal increase in GDP,
increasing the denominator of the ratio. At the same time, in both episodes, the significant
improvement in the ratio was accompanied by a steady increase in the absolute volume of
foreign currency debt. This analysis documents the structural differences between these
two periods and assesses the resilience of the current fiscal position to macroeconomic
shocks.

The previous two papers in the research series have formed an analytical framework. First
[Israelyan, 2025] study recorded five structural breaks in the monthly debt series and
identified three fiscal regimes over the period 2016-2025. The second [Israelyan, 2026]
study uses vector autoregressive analysis to prove that external debt is the driver of
domestic debt growth, and not vice versa. In addition, it is shown that the decrease in the
external component of the debt structure from 79% to 52% and the corresponding increase
in domestic debt in 2016-2025 were the result of targeted state policy, rather than
mechanical substitution. The time horizon considered in this article is expanded to 1998,
focusing on the study of the state’s fiscal position and not just debt dynamics.
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Methodology
The long-term debt/GDP ratio was calculated using two different sources. For the years

1998-2018, the annual indicators published by the Ministry of Finance were used. For the
period 2019-2025, the indicator was recalculated based on the monthly debt statistics
expressed in drams as of the end of December of each year and the annual indicators of
nominal GDP published by the Statistical Committee of Armenia. As a result of the
recalculation, a ratio of 49.0% was obtained for 2025, instead of the official 54.3% of the
Ministry of Finance. This deviation is due to the choice of denominator: the official
statistics are based on planned GDP, and the recalculation is based on actually recorded
GDP. The recalculated values are used in the rest of the analysis.

The decomposition of annual changes in the debt/GDP ratio was carried out using standard
fiscal accounting approaches.
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The numerator effect reflects the absolute change in nominal debt, adjusted for the size of
GDP. In the case of emerging markets like Armenia, it includes not only net new bor-
rowing, but also the currency revaluation of foreign currency debt due to exchange rate
fluctuations. The denominator effect reflects the mechanical decrease in the ratio due to
nominal economic growth (G, which includes both real growth and inflation) in the case
of unchanged debt volumes. In the case of rapid nominal GDP growth, the denominator
effect can generate a significant decline in the ratio even in the conditions of attracting new
debt.

The purpose of the stress test is to assess the resilience of the debt-to-GDP ratio at the end
of 2025 to a combined shock of dram depreciation and GDP contraction. External debt is
revalued on the assumption that the entire external position expressed in drams is sensitive
to the USD/Dram exchange rate. GDP was adjusted by the factor (1+6g), where §, takes
the values {0, —0.05,—0.072,—0.10, —0.15}. The magnitude of the economic downturn
in 2020 is modeled under the -7.2% scenario. The resulting matrix allows for the analysis
of currency and economic shocks that could lead to a breach of the 50% warning or 60%
maximum thresholds. Given the limited number of observations, the results should be
considered as scenario-based, rather than structural, forecasts aimed at maintaining current
trends, and the confidence intervals reflect the uncertainty surrounding the baseline
scenario [Tavadyan, 2022; Tavadyan & Tavadyan, 2023].

Literature review
The methodology of the International Monetary Fund and the World Bank is based on one

key question: is the primary balance required to stabilize debt realistic, given the fiscal
history of the country [Cassimon et al., 2017, 4]. According to the study by Zucker-Mar-

88



ALTERNATIVE quarterly academic journal

ques et al. [2024], the mechanical application of this approach can mask the systemic
vulnerabilities inherent in developing economies. This is important in cases where reva-
luation risks arise due to large foreign exchange positions. For countries with market
access, Gill & Pinto [2024] also concluded similarly, noting that the volatility of capital
flows determines debt dynamics no less than the primary balance does. The IMF’s MAC
SRDSF clarifies this. In particular, it highlights the factors of foreign currency debt reva-
luation, which significantly determine the dynamics of small open economies [Eichen-
green et al., 2007, 122]. By studying historical patterns, Reinhart & Rogoff [2009, 21]
record that rapid borrowing and appreciation of the national currency usually precede ex-
ternal debt crises. Such developments artificially improve the nominal ratio, so that on en-
tering a crisis, the country’s macroeconomic indicators may appear outwardly stable. Tran
[2018, 375] estimates the debt threshold for emerging markets at 40-55%, which is lower
than the maximum level of 60% set in Armenia. In essence, the risk begins significantly
earlier than the legislatively established threshold.

The impact of economic growth is two-fold. As evidenced by the studies of Greiner &
Fincke [2015], nominal growth reduces the debt burden by increasing the denominator.
However, this effect is neutralized as the debt volume increases, since interest payments
absorb a larger part of the primary surplus. Fournier & Fall [2015] locate the same problem
from a different aspect: at a certain high level of debt, the primary balance ceases to res-
pond. In the context of the Republic of Armenia, Babajanyan et al. [2022, 7] developed the
New-Keynesian “Ararat” model of fiscal policy. At the same time, A. Z. Grigoryan [2025]
assesses the absence of an independent debt management agency as a fundamental
institutional gap, and Matevosyan et al. [2025] emphasize the need for a clarification of
the medium-term strategy. Panizza [2008, 2] notes another risk that is directly applicable
in this case: the transition from external to internal borrowing in the face of a narrow base
of domestic investors leads to the replacement of currency mismatch with another
vulnerability. The study by Karapetyan [2021] confirms the existence of this vulnerability
in Armenia, where the concentration of government bonds in the banking system is crow-
ding out private lending. The comparison of the two periods in this analysis is based on the
works of Reinhart & Rogoff [2009] and Olari & Lobanov [2020]. According to the latter,
Armenia’s debt position formed mainly under the influence of external shocks, rather than
domestic fiscal decisions.

Armenia’s legislation sets three main restrictions. The state debt should not exceed 60% of
GDP. The 2014 fiscal rule fixed this maximum threshold within the framework of the IMF
Stand-By Agreement. The 50-60% range is a warning zone, under which the deficit
restrictions are tightened, forming a safety cushion of 10 percentage points before reaching
the hard threshold. The separate guidelines of 25% of GDP for external debt and 20% for
domestic debt are mostly analytical, not mandatory [Grigoryan, 2025]. Due to the pande-
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mic, a violation of the above two legislative restrictions was recorded. In particular, the
ratio crossed the 50% threshold in mid-2019, reached its maximum level of 67.4% in late
2020, and decreased below 50% only at the end of 2022. The IMF’s 2019 program
implemented a targeted policy to abandon external preferential lending and develop the
domestic government securities market [Babajanyan et al., 2022]. As a result, as of 2025,
the share of domestic debt in the overall structure reached 52%, up from 21% in 2016
[Israelyan, 2026]. Whether this structural shift contributes to or harms stability is deter-
mined by the combined interest rates, maturity, and currency profile of the two instruments.

Analysis

Figur{: 1 presents the long-term dynamics of the indicator, where three clear phases are
distinguished. In 1998-2008, the ratio decreased from 45.2% to 14.6%, which was due to
high economic growth (an average of 12.5% per year), the appreciation of the Armenian
dram, and the provision of a primary budget surplus. As a result of the global financial and
economic crisis of 2009, the decline in external demand (a 14.2% reduction in GDP) and
a sharp increase in external borrowing led to an increase in the indicator to 40.2% as of
2012. As aresult of a second gradual decrease, the indicator amounted to 44.1% in 2015,
after which the fiscal pressures generated in 2019-2020 again led to a sharp increase.

The 2020 breach was the first time the debt-to-GDP ratio exceeded the 60% legislative
threshold since its adoption. Fiscal spending to combat the COVID-19 pandemic (7.3% of
GDP) and a 7.2% contraction in the economy led to a 13.7 percentage point increase in the
ratio in just one year, bringing it to 67.4%.

The quarterly data in Figure 2 show that the ratio reached its maximum level (around 68%)
in the fourth quarter of 2020, gradually decreasing until 2022. As of the first quarter of
2026, it was around 48%, partly due to the additional appreciation of the dram at the
beginning of the year.

The study of the entire period proves that the primary budget balance has never conditioned
the dynamics of debt. The declines and increases were mainly formed as a result of fluc-
tuations in the denominator and exchange rate, and not as a result of targeted fiscal policy.
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Armenia: Public Debt-to-GDP (1998-2025)
Grey band = 2020-2021 shock period; dashed lines = fiscal rule thresholds
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Figure 1. Armenia: Public Debt-to-GDP Ratio (1998-2025)
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Figure 2. Quarterly Debt-to-GDP with Trailing 12-Month GDP (2017-2026)

Figure 3 presents the structure of external and domestic debt according to the established
benchmarks. The share of external debt in GDP reached its maximum point, around 38%,
in 2020 and 2021, significantly exceeding the 25% target, but decreased to 24% in 2025.
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In parallel, domestic debt crossed the 20% threshold in 2022 and amounted to around 25%
in 2025, effectively exceeding its own safety margin.

This structural shift has systemic implications. While in 2016 risks were concentrated only
in the external debt sector (domestic debt was only 7% of GDP), in 2025 this scenario was
opposite. The nature of the risk has transformed, moving from currency mismatches to the
field of limitations on the absorption of domestic financing. This observation is substan-
tiated by the Karapetyan [2021] study, according to which the placement of government
securities in the banking system already leads to a distortion of private lending.

This structural shift may at first glance be seen as diversification, but from a risk assess-
ment perspective, it demonstrates that there is no longer any type of shock that would not
have a negative impact on the state balance sheet. External debt generates currency risk,
while domestic debt, while neutralizing the direct impact of dram depreciation, generates
refinancing and absorption risks, as it must be continuously allocated to the limited do-
mestic banking and pension systems.

Debt Components as % of GDP vs. Economic Security Thresholds (2016-2025)

50%

Debt Component / GDP

Domestic Debt / GDP =@= External Debt/GDP

Figure 3. Debt Components as Share of GDP vs. Economic Security Thresholds (2016-
2025)

Of particular note are the two periods with extremely different results. In 2020, the ratio
increased by 13.7 percentage points, where the impact of nominal debt growth was 9.8
percentage points, and the economic downturn (denominator) effect was 3.9 percentage
points. The opposite occurred in 2022, when the ratio decreased by 14.1 percentage points.
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This reduction was due to a 6.1 percentage point decrease in the absolute value of debt
(mainly as a result of the revaluation of external debt) and an unprecedented 12.6% growth
in GDP, which provided an additional 8.0 percentage points decrease due to the denomi-
nator effect.

The net change in 2023-2025 was almost zero. GDP growth of about 7% generated a down-
ward effect of 3.5 ppt per year, which was completely neutralized by the continued
accumulation of debt (about 2.5 ppt per year). In essence, the indicator is not decreasing,
but is in a state of stagnation.

In this case, the fiscal position contains hidden systemic risks, as it was formed as a result
of two opposing and highly variable factors. The annual 3.5 pp. effect of the denominator
requires an 11-13% increase in nominal GDP. In the event of a return to the historical
average of real economic growth (about 5%), the denominator effect will decrease to 2.5
pp., which, if the current rates of debt accumulation are maintained, will lead to a re-growth
of the indicator. At the same time, debt accumulated in all the years this paper examines,
even in the conditions of unprecedented growth in 2022. Therefore, the decomposition
does not indicate a balanced position, but only an upward movement of debt temporarily
restrained by a favorable environment for economic growth.

The analysis of the current debt/GDP position is most effective in the context of historical
parallels. The Armenian economy has recorded two notable episodes of debt ratio reduc-
tion driven by capital inflows and dram appreciation.

There are indicate radical structural differences between 2002-2008 period and post 2022
period. In the first period, the indicator decreased from 38.2% to 14.6%, providing a real
23.6 pp. reduction and forming a fiscal reserve of about 45 pp. up to the maximum
threshold. The dram appreciated by about 47%, and the economy grew by an average of
12.5%. The main feature was that the dollar volume of the debt increased insignificantly,
from 1.0 billion to 1.6 billion dollars, since the state budget was balanced, and growth due
to external transfers reduced the demand for financing.

In the second period, the dram appreciated by about 21%, which reduced the dram burden
of external debt. However, the total dollar volume of debt increased from $10.6 billion in
2022 to $14.5 billion in 2025 (an increase of $3.9 billion). Although the ratio decreased
from 67.4% to 49.0%, this improvement was largely the result of denominator effects and
revaluation, rather than a reduction in real debt.

If in 2008 there was 45 pp of free space before the legislative threshold, then in 2025 it is
only 11 pp.

The total dollar volume of public debt almost doubled between 2019 and 2025, from $7.3
billion to $14.5 billion, even as the ratio recorded a downward trend. Structurally, the dollar
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value of external debt has remained almost unchanged since 2021, from $6.19 billion to
$6.55 billion. All of the growth has been generated at the expense of domestic debt, which
has increased from $1.54 billion to $7.50 billion (a fivefold increase). While part of this
growth is due to the accounting effect of the dram appreciation, the vast majority of it is
the result of new issuance.

In fact, between 2022 and 2025, when the debt/GDP ratio stabilized at 49-50%, the nominal
volume of government liabilities increased by about $3.9 billion. In the first episode, the
nominal increase was only $0.6 billion over seven years. Therefore, the apparent improve-
ment in the ratio has now been accompanied by an expansion of the government balance
sheet, which systematically distinguishes these two periods.

Table 1 summarizes the impacts of the combined scenarios of dram depreciation and GDP
contraction on the 2025 position. The fields marked in red (bold) reflect violations of the
60% maximum threshold, and those marked in yellow reflect entry into the 50-60% war-
ning zone.

The analysis reveals several fundamental observations. First, a currency shock alone, even
in the absence of an economic recession, is sufficient to move the country into the warning
zone. At an exchange rate of 430 AMD/USD (about 13% depreciation compared to De-
cem-er 2025), the index will exceed 52%, and at an exchange rate of 480 (the average for
2021), it will reach 55.1%. Second, extreme shocks are not required to breach the 60%
maximum threshold: a combination of an exchange rate of 523 AMD and a 5% GDP
decline, or an exchange rate of 480 AMD and a decline to the 2020 level (7.2%) is
sufficient.

Third, the most risky scenario is the full replication of the 2020 scenario (523 exchange
rates and a 7.2% decline), in which case the index would be 62.3%, about 5 percentage
points above the maximum threshold. In comparison, during the 2009 14.2% decline, the
starting position was about 16%, and there was no risk of approaching the maximum
threshold. The current base position is not backed by adequate reserves.

The revaluation factor has an autonomous effect, even in the absence of crisis situations.
Only the dram depreciation increases the debt ratio by several percentage points. An
exchange rate of 430 generates an additional 3 pp., 480 - 6 pp., and 523 - about 9
pp. burden. An economic recession, a violation of fiscal discipline, or the attraction of new
debt are not required to register such an outcome: these are the mechanical consequences
of the revaluation of external debt. In fact, the effect of the dram appreciation, which
contributed to the decrease in the indicator in 2022-2025, will inevitably lead to the
generation of risks in the opposite scenario [Tavadyan, 2020].

Compared to 2009, a structural asymmetry is also present. If then the crisis was fully exp-
ressed through a reduction in the denominator (external debt was mainly preferential and
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in small volumes), now an economic decline of the same level will be accompanied by a
huge revaluation of the external position, with a starting base four times higher. Therefore,
even an identical GDP decline will have more devastating consequences.

It is also worth noting that this modeling considers all external debt as denominated in US
dollars, although some of it is denominated in euros and SDRs. While the actual sensitivity
may be somewhat lower, the basic logic of the analysis remains valid.

Table 1. Stress Test: Debt/GDP under FX Depreciation and GDP Shock Scenarios (%,
starting from Dec 2025 = 49.0%)

GDP shock scenario

AMD/USD 0% 5%  -7.2%(2020) -10%  -15%
381 (current) 49.0 516 528 54.4 57.6
430 521 548 56.1 57.8 61.2
480 (2021 avg) 55.2 581 594 61.3 64.9
523 (2020 avg) 57.8 60.9 623 64.3 68.1
560 (2002-era) 60.1 63.3 64.8 66.8 70.8

The comparative analysis substantiates a key economic proposition. Although the decline
in the ratio in both cases was due to the appreciation of the dram, the starting and final
fiscal positions are radically different. In 2008, Armenia had secured a fiscal space of 45
pp., which allowed it to absorb the 25 pp. additional burden of the 2008-2012 crisis without
violating the legislative thresholds. In 2025, the reserve gap is only 11 pp., which demonst-
rates that a similar economic shock would lead to exceeding the maximum threshold in a
short period of time.

Also, it should be noted that differences are present in the mechanisms. In 2002-2008, ca-
pital inflows were accompanied by a balanced budget, and dollar debt almost did not grow.
In parallel with the capital inflows caused by external factors (mainly the Russian-Uk-
rainian conflict) during 2022-2025, the government continued to issue debt to finance cur-
rent expenses, increasing the volume of dollar debt by $3.9 billion even during the eco-
nomic recovery phase.
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This analysis makes it clear that the current 49% indicator is not the result of genuine fiscal
consolidation. It is a reflection of the combination of high economic growth and a tempo-
rarily appreciated dram, which has mechanically reduced the impact of the steady increase
in the volume of debt.

Our research [Israelyan, 2026] shows that the expansion of domestic debt was the result of
state policy. As of 2025, the systemic effects of this process are turning into clear risks:
domestic debt has exceeded its 20% safety threshold. Since the main buyers of issues are
banks and pension funds [Karapetyan, 2021; Tavadyan, 2024], in the event of a slowdown
in economic growth and the maintenance of a budget deficit, risks will arise of ensuring
the necessary volumes of placement and exhausting the system’s absorption capabilities.

In this context, K. Grigoryan & Chapanyan [2025]’s assessment that government spending
has a statistically significant negative impact on Armenia’s economic growth is worrisome.
In fact, large volumes of government borrowing may limit the very economic growth that
ensures the artificial stability of debt.

Conclusion

Within the framework of this research, an analysis of the sustainability of Armenia’s public
debt was conducted based on data from 1998-2025. As a result of the analysis, we can
record three main conclusions.

First, the debt/GDP ratio of 49.0% as of 2025 is 18.4 percentage points below the 2020
peak, but provides only 11 percentage points of headroom to the legislative threshold. The
improvement in the ratio was driven by economic growth and dram appreciation, rather
than by a real primary surplus or absolute debt reduction. Moreover, the dollar value of the
debt almost doubled between 2019 and 2025, from $7.3 billion to $14.5 billion.

Second, the decomposition shows that GDP growth is currently the only systemic lever for
stabilization, providing an annual reduction of 3.5 ppt in the face of continued debt accu-
mulation (about 2.5 ppt). In the event of a slowdown in economic growth or devaluation
of Armenian dram, the simultaneous reversal of these two forces will generate sharp sys-
temic vulnerability, as a result of which the indicator, which was at the level of 53.7% in
2019, reached 67.4% in 2020.

Third, stress testing data suggests that moderate, rather than extreme, macroeconomic
shocks are sufficient to breach the 60% maximum threshold. The combination of an
exchange rate of 480 drams (2021 average) and a recession of the scale of 2020 would
bring the indicator to 59.4%, while an exchange rate of 523 drams (2020 average) and a
5% decline would cross the maximum threshold.

Historical parallels with 2002-2008 indicate that in the previous period Armenia had
formed an exceptional fiscal space, while currently the government has continued to attract
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borrowing even during the economic recovery phase. As a result, the current environment
of high economic growth and an appreciating dram should be viewed as a unique
opportunity to build a safety net, either by ensuring a primary surplus or by purposefully
reducing the pace of new debt issuance.

This research does not address an in-depth assessment of the relationship between the
current level of debt and economic growth, as well as the identification of the optimal debt
structure, which are planned to be explored in further analyses.
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The public debt-to-GDP ratio of the Republic of Armenia decreased from 67.4% in 2020
t0 49.0% in 2025. This decrease, however, does not reflect a real improvement in the count-
ry's fiscal position. It is almost entirely due to two temporary factors: the appreciation of
the Armenian dram and the unprecedented growth of GDP, while the dollar value of the
debt almost doubled over the same five-year period. The debt/GDP ratio of 49.0% as of
2025 is 18.4 percentage points below the 2020 peak, but provides only 11 percentage points
of headroom to the legislative threshold. This article separates the components of the public
debt ratio and subjects the 2025 baseline position to stress testing under various conditions.
The decomposition shows that GDP growth is currently the only systemic lever for
stabilization, providing an annual reduction of 3.5 ppt in the face of continued debt accu-
mulation (about 2.5 ppt). The combination of an exchange rate of 480 drams (2021 average)
and a recession of the scale of 2020 would bring the indicator to 59.4%, while an exchange
rate of 523 drams (2020 average) and a 5% decline would cross the maximum threshold.
The analysis demonstrates that no real fiscal reserves have been formed in the country. His-
torical parallels with 2002-2008 indicate that in the previous period Armenia had formed
an exceptional fiscal space, while currently the government has continued to attract bor-
rowing even during the economic recovery phase. Therefore, without consolidation, a mo-
derate depreciation of the Armenian dram or the normalization of economic growth rates
will be sufficient to bring the ratio back to the 60% statutory threshold.
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