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ABSTRACT

At different stages of development of the post-Soviet economies of the
Transcaucasus, including Armenia, certain disparities and obstacles to
economic progress have been formed, which increase the risks of external
shocks penetrating the national economies and intensify the effects of these
shocks, making the economies of the countries more vulnerable. In order for
the macroeconomic policy aimed at mitigating the consequences of external
negative shocks on the economy to be effective, it is first necessary to have an
accurate and complete understanding of the indicators, factors, their nature
and the degree of vulnerability of the economy. Within the framework of this
research, in order to assess the degree of vulnerability of the economy, the
main factors causing macroeconomic instability were clarified, and then,
based on their quantitative assessments, a macroeconomic vulnerability
index was developed.

The reasons and trends of the change in the macroeconomic vulnerability
index in the countries under discussion have been identified, based on the
analysis of the movements of the components that form the basis for
calculating the index. In the current study we try to clarify how and by what
mechanisms external shocks affect the economies of Armenia, Georgia and
Azerbaijan, given their varying degrees of vulnerability.

© 2026 Published by Faculty of Engineering

1. INTRODUCTION

The degree of  macroeconomic
characterizes the ability of a country’s

withstand external and internal economic shocks, to
respond to crisis situations, and to minimize their
vulnerability negative consequences. The study of the phenomenon of
economy to macroeconomic vulnerability provides an opportunity to
find out how to reduce the risks of various shocks,
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implement accommodation policies to mitigate their
consequences, and how to strengthen the resilience of the
economy and ensure sustainable development by
transforming the structure of the economic system and
making it more flexible.

The economies of Armenia and other Transcaucasian
countries are often exposed to adverse impacts that
significantly undermine their macroeconomic stability.
Studies of the consequences of global shocks recorded
over the past decade show that the economies of these
countries are quite vulnerable, and that the risks of
vulnerability are not decreasing over time, but rather
increasing. Although the risks of macroeconomic
vulnerability differ somewhat due to the specifics of the
economies of the countries under consideration, there are
common problems that increase the level of vulnerability
of all three economies. These problems relate to trade
shocks, dependence on imports of strategic goods,
instability of financial markets, growing social and
environmental tensions, and other phenomena, which as
a result significantly limit the potential for economic
development of the countries. These vulnerabilities
require detailed study and assessment in order to develop
effective countermeasure policies.

Vulnerability indices such as EVI, INFORM index or
MVI are calculated by international organizations, are
generic indices that, in addition to economic components,
also have ecological, geopolitical components,
components describing various disasters and hazards as
well.  Moreover, their assessments, due to the
methodology used, are often contradictory. Within the
framework of this study, our attention has been focused
mainly on the macroeconomic components of
vulnerability, the main economic factors that cause
macroeconomic instability of economies have been
studied, their nature and degree of impact have been
revealed. Taking into account these factors, a
macroeconomic vulnerability index has been developed,
which, we believe, more accurately assesses the
vulnerability of the economies of the Republic of
Armenia and the other two countries under consideration.
The choice of countries is conditioned by the fact that
some of the macroeconomic vulnerability factors of the
Armenian economy have a geopolitical or regional origin
and are also applicable to neighboring countries. It
should also be noted that in terms of economic size,
structure, resistance to external shocks, shock
transmission  mechanisms and  vulnerability of
economies, the economies of Azerbaijan and Georgia are
relatively more comparable to the Armenian economy.
Therefore, within the framework of the research, the
degrees of macroeconomic wvulnerability of the
economies of Armenia, Azerbaijan and Georgia were
assessed using the same methodology, and a comparative
analysis of the macroeconomic vulnerability indices and
vulnerability risks of the economies of these countries
was carried out.
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2. LITERATURE REVIEW

Vulnerability is defined as the propensity to incur adverse
shocks. A country is deemed vulnerable if it is at risk of
suffering from poor long-term development due to the
persistence of exogenous factors that it cannot control
(Bates et al., 2014): This concept of vulnerability implies
a measurement of risk related to physical, social,
economic aspects and consequences that arise from the
system’s ability to withstand shocks (Proag, 2014).
According to UN, a country is considered vulnerable if it
is at risk of long-term adverse development due to a
persistence of exogenous factors that it cannot control.
The likelihood of such impacts occurring is known as
risk, which is divided into three components: hazard,
impact, and vulnerability (UNDRR, 2019).

Vulnerability includes accumulations of internal and
external imbalances, such as current account deficits,
credit booms, and property price increases (Sondermann
& Vansteenkiste, 2019). Natural disasters, supply chain
disruptions, conflicts, civil unrest, and global pandemics
also cause shocks. Their impacts can be both short-term
and long-term.

Macroeconomic vulnerability is often viewed as the
exposure of an economy to external shocks as a result of
its openness and export concentration (Briguglio et al.,
2008). They are determined both by the structural and
development characteristics of the economy, as well as
by the influence of external factors (Oyadeyi et al., 2024).
The economy’s dependence on imports of strategic goods
and foreign markets is emphasized, which contributes to
limiting economic diversification and increasing risks.
Some researchers consider macroeconomic vulnerability
from a financial and economic point of view.

Financial vulnerability includes the risks of currency,
debt and banking crises, while economic vulnerability
refers to the volatility of economic growth and the impact
of external shocks. Economic vulnerability is a risk of
harm from exposure to adverse external economic
shocks. Moreover, the risk of vulnerability increases with
increasing integration. According to some studies
(Klompa & de Haan, 2009), political instability and
policy uncertainty also contribute to it.

Assessments of the consequences of the 2019-2020
global pandemic crisis showed (Estrada, 2020) that it can
significantly increase the external sector vulnerability in
the short run. In emerging markets and developing
economies it is expressed in increased sensitivity to
external shocks, such as global market fluctuations and
financial pressures. These economies are particularly
sensitive to the increase in external debt burden, which
significantly slows down economic growth (Ruch, 2020).
Empirical estimates of external debt vulnerability also
support this view. Research shows that domestic debt and
economic openness have played a passive role, failing to
mitigate the negative effects of external debt
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vulnerability. Furthermore, the results revealed that
domestic credit and openness of economy played a
passive role and were therefore unable to cushion the
adverse effect of debt vulnerability. Capital stock,
however, stands out as the only variable that played a
significant positive role in facilitating economic growth
(Edo & Oigiangbe, 2024). Countries are most vulnerable
when external debt is higher than the potential for
economic stability and growth.

One of the risks of vulnerability is inflation, which is
particularly significant for countries dependent on
imported fuel and raw materials. Perhaps this is why
external factors have a greater impact on inflation in
developed countries compared to low-income countries
(Gali, 2010). Researchers believe that strengthening
productive capacities in these countries will contribute to
economic growth and reduce the volatility of economic
growth. This is especially evident in countries that face a
high degree of structural vulnerability of the economy
(Gnangnon, 2025).

Often, the vulnerability of the economy is determined by
military and political factors, for example, the 2023
report of the International Monetary Fund (IMF, 2023)
notes that the unresolved regional conflict, to which
Armenia is a party, creates unpredictable external shocks
for it, and on the other hand, the Russian-Ukrainian war
has brought about new economic shocks.

The Central Bank of Armenia links potential risks to
financial stability, especially in an environment of high
geopolitical uncertainties, to a decrease in future
economic activity and the emergence of new inflationary
pressures (Central Bank of Armenia, 2024).

In summary, macroeconomic vulnerability is defined as
a combination of macroeconomic imbalances that
increases the risk of macroeconomic instability. At the
macro level, economic vulnerability is the risk to the
development of a national economy.

Economic vulnerability assessment is often seen in
academic research as a means of assessing the economic
stability of countries (UNCDP, 2023), and as we can see,
researchers have emphasized specific components of
macroeconomic  vulnerability and their impact
mechanisms, as a result of which the proposed indices for
assessing vulnerability differ both in the included
components and their weights, as well as in calculation
methods. Thus, the United Nations has developed an
Economic Vulnerability Index (EVI), which is a
composite indicator derived from eight variables with
equal weights. Five of them are macroeconomic
indicators — Share of agriculture, forestry & fishing in
GDP, Remoteness and landlockedness, Merchandise
export concentration, Instability of exports of goods and
services, Instability of agricultural production (UNCDP,
2023). Other indicators are non-economic and not
applicable to all countries (Share of population living in

drylands, Share of population in low elevated coastal
zones, Victims of disasters): This indicator is currently
used to assess the wvulnerability of least developed
countries. Some researchers (Guillaumont, 2009) suggest
expanding this index to take into account additional
variables related to economic resilience, namely the
ability of a country’s economy to recover after a shock.
Another approach suggests graph theory to structure a
network of variables that depict vulnerability and
resilience from a sustainable development perspective.
Existing literature on vulnerability was supplemented by
the calculation of COVID-19 economic vulnerability
(Diop et al., 2021) and resilience indices based on data
from 150 countries.

Reviewing the design of the economic vulnerability
index, the relationship between the economic
vulnerability index and economic volatility was
examined, which was measured by the coefficient of
variation of detrended real GDP per capita. The result of
a regression analysis indicated that revision of the
economic vulnerability index designed by the United
Nations is recommended. In addition to the weights used
to aggregate the index, the variables included in the index
should be moderately modified as necessary (Wang,
2013).

In recent years, interest in the economic problems of
developing countries has grown. The global economic
crises have highlighted the high level of sensitivity of
these countries’ economies to international market
fluctuations, and the significant differences in the size
and nature of the impacts have once again highlighted the
need for a differentiated approach. The wvulnerability
factors of economies, depending on their geographical
location, region, form, nature, structure of the economy,
mentality of the population and many other factors,
change over time and space. Therefore, vulnerability
factors and their weights may vary greatly for countries,
or a particular group of countries.

Based on the results of the study of scientific literature,
to assess economic vulnerability, we have identified the
main factors contributing to the formation of economic
instability, on the basis of which a macroeconomic
vulnerability index has been developed. It will more
accurately assess the vulnerability of the economies of
Armenia, Georgia, and Azerbaijan.

3. RESEARCH METHODS

The research uses some methodological approaches to
assessing economic vulnerability proposed in various
scientific studies. They were adapted taking into account
the specifics of the macroenvironment of the countries
under study and refined to provide more accurate results.
The calculation of the macroeconomic vulnerability
indices of Armenia, Georgia and Azerbaijan was carried
out using data from 2000-2023 (World Bank, n.d.). The
choice of countries is due to the fact that all three are
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post-Soviet countries with small economies, which
simultaneously left the Soviet Union and, after gaining
independence, due to the rupture of former trade and
economic ties, appeared with high dependence on the
economy of the Russian Federation. Subsequently,
despite the differences in the resource potential of the
countries, different vectors and rates of development, as
well as existing contradictions, all three countries were
exposed to similar or the same risks and challenges,
provided relatively comparable levels of development
and living standards of the population and are in the same
income group with above-average incomes per capita
according to the World Bank classification.

12 indicators form the index, which are classified into
three groups that characterize the structural, financial and
social aspects of vulnerability of each economy.

1. Structural

1.1 Final consumption expenditure, % of GDP

1.2 Export concentration by product group,
Herfindahl-Hirschman Index

1.3 Export concentration by partner countries,
Herfindahl-Hirschman Index

1.4 The share of exports to Russia in total exports,
%

1.5 Net migration

1.6 Gross capital formation, % of GDP

1.7 Current account balance, % of GDP

2. Financial

2.1 Inflation, consumer prices, annual %

2.2 Foreign direct investment, net inflows, % of
GDP

2.3 Central government debt, total, % of GDP

2.4 Personal remittances, received, % of GDP

3. Social
3.1 Unemployment, total, % of total labor force

The selection of indicators for assessing the
macroeconomic vulnerability of the economies of these
three South Caucasus countries was carried out according
to 2 principles. First, the classical macroeconomic
indicators describing the macroeconomic state of the
countries’ economies and thereby assessing the existing
risks were selected, which are typical for all countries:
inflation, unemployment, net FDI inflow, gross fixed
capital formation, current account balance, public
debt/GDP. The exclusion of the “economic growth”
indicator from this composition is due to the great
influence of natural resources on the latter, and in this
regard, high or low growth rates are, if not an indicator,
then at least a small indicator of the vulnerability or
absence of an economy.

The second principle by which the wvulnerability
indicators were selected is the negative phenomena
characteristic of the economies of the three countries,
which limit or reduce the potential for economic
development and which are constantly present in these
countries. Thus, after the collapse of the Soviet Union,
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the economies of the three countries faced the problem of
widespread unemployment and poverty, which led to
mass emigration and a culture of working abroad. As a
result, Personal remittances make up a significant share
in the structure of household income. Although, along
with the development of economies, primary incomes of
the population increased, reducing the significance of
transfers, they still remain one of the permanent sources
of income formation of households in these countries. In
addition, the mentioned countries are characterized by a
low standard of living of the population, as a result of
which the majority of disposable income is directed to
final consumer spending, the share of which in GDP in
some years has approached the 100% threshold. All this
is accompanied by a shortage of resources and a lack of
modern technological solutions that limit the economic
development of the three countries, which is expressed in
the excess of imports over exports and a large share of a
small group of goods in exports and high geographical
concentration. Of course, all three countries have
overcome the socio-economic decline after the collapse
of the Soviet Union, however, the mentioned problems
continue by inertia in all countries.

In order to make the collected indicators comparable,
they have been normalized according to the distance to
frontier approach. In case of indices, the need for
normalization is due to the precondition of bringing
indicators with different measurement units and scales to
the same dimension of comparability.

Xij—Xmin  ._T=g

Xy = i=1.78, j=1.13, 1)

Xmax_xmin,
where i and j represent the certain country and indicator,
respectively. Xjj is the raw value of the i-th country for j-
th indicator. Xmin and Xmax are the recorded minimum and
maximum values of j-th indicator for the entire period
observed, respectively.

For indicators where a higher value indicates better
performance (e.g. Gross capital formation or Net
migration), the distance to the border is reversed so that
higher scores indicate worse performance, as the index
describes the level of vulnerability: the higher it is, the
more vulnerable the economy is.

Next, let’s turn to the determination of the weights of
indicators in the index structure. It should be noted that
there is no unanimously accepted and impeccable
approach to determining the weights of composite
indices.

Equal weighting is the most common approach, used in
the calculation of well-known indices, such as the Human
Development Index (UNDP, n.d). The advantage of the
method lies in its simplicity and transparency. The
advantage of the method lies in its simplicity and
transparency. Some alternative aggregation options (such
as principal component analysis or regressionbased
approach) exist in the literature but present several
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inconveniences for our purpose. The principal
component analysis is difficult to apply when it comes to
aggregating more than three variables, which is the case
for the “growth fundamentals” index. Similarly, the
validity of the regression-based approach depends
heavily on the quality of the regressions, including
notably issues related to the endogeneity of the regressors
Another approach is statistical or objective. In methods
included in it, economic-mathematical methods are used,
which introduce a clear pattern into the process of
determining weights. The main ones are the methods of
efficiency frontier, factor analysis, regression analysis,
principal component analysis, and data encapsulation
analysis. An objective method has been used in
determining weights, for example, in the methodology of
the Global Social Progress Index (Stern et al., 2021).
Such methods are not very common due to several
reasons. First, they are not clear, transparent, and
balanced, such as the method described above, on the
other hand the weights obtained as a result of their
application often appear to be absurd from the point of
view of interpretation. The limitations of their calculation
and application are problematic as well. For example, the
principal component analysis is difficult to apply when it
comes to aggregating more than three variables (Mlachila
et al., 2016). Potential problems are also the multifaceted
nature of the coefficient to be calculated by us and the
range of considered entities. As a result, it is often
practically impossible to build an objective system of
evaluating a phenomenon for different subjects using
objective methods.

4. RESULTS

The analysis of macroeconomic vulnerability factors in
the Republic of Armenia (RA) examines the ways and the
extent to which these factors influence the economy’s
vulnerability to external and internal shocks, as well as
the stages at which specific risks or wvulnerability
components become predominant.

Based on the findings from a professional literature and

the insivghts from the authors, a Macroeconomic

vulnerability index has been developed, which allows
assessing the economic, financial, and social risks
affecting the stability of the economies of the

Transcaucasian countries.

According to the estimates, among the three countries

being compared, economy of Armenia is the most

vulnerable, with the average value 49.6 of calculated
index, which is 3.5 points higher than the corresponding
indicator of Georgia and 13.0 points higher than that of

Azerbaijan. Eventually Armenia has the most vulnerable

economy in the region, which is determined by the

following main factors:

e The high share of public debt in GDP, which
averaged 42% during the period under review. At the
beginning of the period, this indicator decreased from
about 40% to 16%, but the public debt, raised to
withstand the global financial and economic crisis,
sharply increased the government debt/GDP ratio to

40%. The RA government also tried to overcome the
subsequent two crises, the financial crisis of 2015 and
the COVID-19 crisis of 2019-2020, with large
accumulations of debt, as a result of which the
government debt/GDP indicator in 2016 was 56.7%,
and in 2020 — already 67.4%. For comparison, note
that this indicator estimated for Georgia is also quite
high — the average for the period under review is
38.8%, and the Georgian economy is also quite
vulnerable in this regard. In contrast, Azerbaijan
maintains a significantly lower level of public debt,
averaging 12.4% of GDP. Moreover, Azerbaijan is
the best not only among the South Caucasian
countries, but also in the world in terms of its low
level of public debt burden.

A large share of final consumption expenditures in
GDP. During the observed period, Armenia
“outperforms” neighboring countries both in terms of
the average value of this indicator and in terms of the
maximum recorded values. Thus, the final
consumption expenditures/GDP ratio in 2000-2023
averaged 93.5% in Armenia, 91.4% in Georgia, and
61.4% in Azerbaijan. This indicates that economies
of Armenia and Georgia were not able to generate the
internal funds necessary for investments — savings. In
separate years, this indicator exceeded 100% in both
Armenia and Georgia. This usually indicates a low
standard of living of the population, but is also an
indicator of a more consumption-driven economy
(Figure 1).
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Figure 1. Dynamics of macroeconomic vulnerability
indices 2000-2023.

A large share of private remittances in GDP.
Usually, a large volume of private remittances from
abroad indicates a country’s vulnerability in a number
of respects: labor migration, a vulnerable structure,
high level of dependence on the other economies, etc.,
and these, in turn, indicate much deeper problems,
such as a small potential of the economy and weak
development. In this regard, a large volume of private
remittances from abroad has been and remains a
significant component of the income of the
population of RA. During the observed period,
private remittances amounted to an average of 14.4%
of GDP, and since 2012—-2013 this indicator has a
steady downward trend, falling from about 20% to
10%. For comparison, let us note that Georgia and
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Azerbaijan, which also have a large number of labor
migrants, are distinguished by more modest
indicators of private remittances to GDP ratio: in
Georgia, the average is 9.9%, in Azerbaijan — 2.8%.
Large negative net migration balance. In all years
of the observed period, the RA net migration indicator
was negative, except for 2022 and 2023. In 2000—
2021, the negative net migration balance of Armenia
amounted to more than -653000 people, and in 2022—
2023, it was -113001 people. The overall outflow
remains substantial, totaling a net loss of 540,084
people over the entire period. The most vulnerable of
the three countries in terms of this indicator is
Georgia. During the indicated period, the net
migration balance in Georgia was negative in all
years, as a result of which 665770 people left
Georgia. Azerbaijan does not face any vulnerability
risks with this indicator, since net migration during
the indicated period, except for 2023, was positive,
and the net migration balance amounted to 85585
people.

A low share of net direct foreign investment in
GDP. Although the three countries had net FDI
inflows in almost all the years under review (the
exceptions in 2021 and 2022, when Azerbaijan had
net FDI outflows), Armenia’s indicator was still very
modest compared to neighboring countries
throughout the period. Armenia’s net FDI inflow
averaged just 4.4% of GDP, with peak values of 8.1%
and 8.8% during the period under review. Georgia’s
average indicator is 8.3%, and the maximum value
was 15.1% in 2006. As for Azerbaijan, its average
indicator was 12.4%, and the maximums were in
2003-2004: 55.1% and 54.3%, respectively.

A high dependence on Exports to Russia. Until
2022, the share of Russia in Armenia’s exports as a
partner was already quite large, averaging 18.5%,
which has been constantly increasing over the period
under review and reached 26.8% by the end of 2021,
and doubled as a result of the Russian-Ukrainian war
in 2022, reaching 45%. In fact, a significant part of
this growth in 2022—-2023 is the result of re-exports,
due to the sanctions imposed on Russia. However,
neither Azerbaijan nor Georgia have such a high
dependence on Russia and are less vulnerable in this
regard: Georgia’s exports to Russia account for an
average of 7.9% of Georgia’s total exports, while
Azerbaijan’s are 3.9%.

The share of the chronically large negative balance
of the current account in GDP. Over the observed
period, Armenia’s imports have traditionally
exceeded exports, in some years even up to 4 times,
which naturally caused a rather large negative balance
of the current account in relation to GDP. This
situation may indicate deeper reasons for the
vulnerability of the economy (low competitiveness of
the country’s products in the international market,
capital outflow, the presence of a consumer society,
etc.), nevertheless, the chronically large negative
balance of the current account leads to the
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depreciation of the country’s currency, growth of
public debt, increased dependence on foreign
investments and “pressure” on the size of foreign
exchange reserves. During the period under review,
the share of the negative balance of the current
account in GDP in Armenia averaged — 6.7%, and if
we exclude large exports in 2022-2023, it will be —
7.3%. The same indicator in Georgia averaged —
9.9%. The picture is completely different in the case
of Azerbaijan: the negative current account balance in
2000-2004 turned into a positive one in 2005. In
subsequent years, Azerbaijan had a negative current
account balance only during times of global economic
instability, due to the financial crises of 2015-2016
and the COVID-19 crises in 2020. Due to the
restructuring of fuel supply chains in the global
market as a result of the Russian-Ukrainian war, the
positive current account balance of Azerbaijan in
2022 reached up to 30% of GDP. In 2023, this
indicator decreased almost threefold, but remained in
the positive range.

e High geographical concentration of exports.
Export concentration, both in terms of product and
geography, increases the dependence of a given
country on either product groups or countries, and
thereby makes it vulnerable. Usually, exports are
considered highly concentrated if the Herfindahl-
Hirschman index is greater than 0.25. The
geographical centralization of Armenia’s exports is
about 0.23, therefore, Armenia is considered
moderately concentrated, but considering that it is
quite close to the lower threshold of high
concentration, there is a fairly high risk that a small
increase in the index will move Armenia to a zone
with high export concentration, and therefore also
vulnerability.

The vulnerability risks of the Georgian economy are
generally comparable to those of Armenia, as a result of
which external shocks have similar effects. In Georgia,
as in Armenia, the high shares of government debt,
private remittances, and final consumption expenditures
in relation to GDP pose vulnerability risks. Dependence
on the external conditions, and therefore vulnerability, is
evidenced by the chronically large negative current
account balance in GDP, the average indicator of which
during the period under review was — 9.9%, and in
individual years it reached as high as — 22%. On the other
hand, large migration flows also generate vulnerability
risks in the economy in both the short and long term.

e The economy is also vulnerable due to the high
unemployment rate (average 14.7%). Despite the
downward trend recorded in 2009-2023, as a result of
which this indicator amounted to 11.6% from 20.7%,
unemployment is currently one of the most vulnerable
aspects of the Georgian economy. For comparison, in
Armenia the unemployment rate throughout the
observed period was 11.2% on average, and in
Azerbaijan — 6.6%.
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e Georgia is less dependent on Russia than Armenia,
and therefore also faces lower risks of vulnerability in
terms of export concentration to Russia. Although
the average value of this indicator in Georgia during
the observed period was around 8%, it has shown a
constant downward trend since 2008 and at the end of
the period, in 2023, it amounted to 5.5%.

Azerbaijan, in our assessment, has the least vulnerable
economy among the countries being compared. The main
factors determining its vulnerability are:

e The relatively high level of inflation, which
exceeded the same indicators in neighboring
countries during the observed period. Inflation in
Azerbaijan during the observed period averaged
6.5%, and in individual years reached up to 21%.
According to this indicator, Armenia is the least
vulnerable of the countries being compared,
recording the lowest inflation rate both on average for
the period — 3.7%, and the highest recorded rate —
8.9%. The average inflation rate in Georgia during the
observed period was 5.2%, and the maximum — 12%.
Unlike Armenia and Azerbaijan, where highest
inflation rates were recorded in 2008 during the
financial and economic crisis, its rate in Georgia was
formed in 2022, due to a sharp increase in aggregate
demand as a result of a large inflow of human and
financial capital.

e The Azerbaijani economy is most vulnerable in terms
of export concentration, both geographical and
product concentration. Thus, the sum of the three
countries with the largest share in Azerbaijan’s
exports (Italy — 41.0%, Turkey — 14.4%, Russia —
4.4%) is about 60%, as a result of which the
Herfindahl-Hirschman index of concentration by
partner countries during the observed period averaged
0.236, which is very close to the minimum threshold
for being considered highly concentrated.

e As for the commodity structure of exports, this factor
is the most vulnerable for Azerbaijan, since more than
85% of exports are energy exports (oil — about 54.5%,
gas — 29.5%). And the average value of the
Herfindahl-Hirschman index of export commodity
concentration is more than 3.2 times higher than the
minimum threshold of high concentration.

5. CONCLUSION

The results of the calculated index reveal interesting
trends. It would be logical that the macroeconomic policy
implemented in the Republic of Armenia in recent years,
after the 2008 financial and economic crisis, would have
been aimed at withstanding economic shocks and
reducing vulnerability, but we note that the subsequent
financial shock of 2016 increased vulnerability. As we
can see, there is a need to develop and implement a
macroeconomic policy that will be based on structural
reforms, risk forecasting and management, and will aim
to increase the stability of the economy, taking into

account the effects of possible internal and external
shocks.

The external vulnerability of the Armenian economy is
mainly due to its high dependence on the Russian
economy, which is reflected in the significant share of the
Russian Federation in both exports and imports, as well
as in personal transfers. In the long term, this dependence
will limit the diversification and resilience of the
Armenian economy, and in the event of economic or
political tensions, the Armenian economy will find itself
in a risky situation. The fact that the Russian Federation
is the only supplier of a number of strategic goods to the
Republic of Armenia further increases this dependence
and inflation risks.

Despite the structural improvement trends, there are also
accumulated risks of vulnerability in the public debt, the
volumes of which are steadily increasing, and the
debt/GDP ratio is again approaching the threshold. As a
result, debt servicing will require more funds, which will
curb economic activity, and it already happens in the
economy of Armenia.

From a wvulnerability perspective, the overall demand
structure of RA eveals significant risks due to the
predominance of household consumption expenditures in
it. It is obvious that changes in the population's
consumption behavior and preferences can affect
economic stability.

In recent years, as a result of the growth of economic
activity due to short-term factors, the structure of demand
has improved due to the reduction of the share of
consumption, which has created opportunities for
increasing domestic investments, the exportable sector of
the economy, and public spending. We believe that the
Government of Armenia, taking advantage of the
favorable situation, should develop and implement a
policy that stimulates investments in the real sector of the
economy, which will allow the transition from
consumption-based economic growth to investment-
based, increasing the stability of the economy.

Comparing the dynamics of vulnerability indices, we
note that economies respond differently to global shocks,
due to the peculiarities of the economic structure.
According to the vulnerability index and its change
trends, Armenia and Georgia are closer to each other and
have similar vulnerability risks. Both economies are
vulnerable due to their dependence on foreign
investments and transfers, high government debt, large-
scale labor migration, as well as a large chronic negative
current account balance.

The vulnerability of the Azerbaijani economy is largely
due to its dependence on fuel exports and inflationary
pressures, but the risks accumulated in the fiscal sector
are not particularly large, economy is more financially
stable and, as a result, has a low level of vulnerability.
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