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AHHOTanusl. 3a MoCIeTHNH TOX Kypc JoJUIap Ha IpaMbl ITafajl u3-3a OOJIBIIOr0 HAIlIbIBA POCCHHCKHUX IPAXIAH B CBA3H
C POCCHUHCKO-yKpPaHHCKON BOWHOH. BoiiHa mpuBesa K 3HAYUTEIbHOMY YBEJIMYEHHMIO YHCTOTO MPHUTOKA MHOCTPAHHOM
BaIOTHl B APMEHHIO, YTO NPHBEJIO K ITOJOPOXKEHHUIO JpaMa 10 OTHOIICHHUIO K J0JUIapy U IPUBEIO K OBICTPOMY POCTY
©XETHEBHBIX CJICJIOK TI0 BAIFOTHOMY PBIHKY. HanmoHanbsHas GaHKOBCKasi CHCTEMa IOJIy4HiIa 3HAYUTEIbHYIO BHITOAY OT
TaKOW CHTYaIlUu: IPHUOBLIb OT OIEpalii BEIPOCIIA B YETHIPE pasa 3a rof, U 0oiee TpUALATH NPOLEHTOB MIPUOBLIN OBLIO
MOJyYEHO OT ONlepanyii 0 OOMEHY BAJIOTBHI. XOTS Takas BOJIATHIBHOCTh OOMEHHOIO Kypca OKa3aja MOJIOKUTEIBHOE
BJIMAHUE HAa 5KOHOMUKY, HCKOTOPBIC CCKTOPbI, TAKMC KaK 3KCIIOPTHBIC KOMITAHWMHW U NEHCUOHHBIC U WHBECTUIIMOHHLIC
(bOHJII)I, HMHBCCTHUPYIOMIME B HWHOCTPAHHBLIC AKTUBBI, CTOJKHYJIUCH C YMCHBIICHUEM OOXO0B. 910 MPpUBECIIO K
HEOOXOAMMOCTH DPAa3BUTHS IPOU3BOJHBIX (DMHAHCOBBIX HWHCTPYMEHTOB, TaKMX Kak (bIOYEepChl Ha BallOTy B
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HAaIlMOHAIBHOH ()MHAHCOBOM cucTeMe. BBeneHme 3¢ ¢EKTHBHOM BaIOTHOM OHMP)KM TaKXE pPAacCMaTpPHBACTCA Kak

Ba)XKHBIN IIIar B PasBUTHN BAJIFOTHOTO PBIHKA.

KuroueBble ci1oBa: BamoTHBIN PHIHOK, IPUTOK HHOCTPAHHOM BAaIIIOTHI, POCCHICKO-YKPAHHCKAs BOIHA, ONepalOHHAs
NIPUOBLIB, BAJIFOTHBIH CIIOT-000POT, BAJIIOTHBIE (hbIOYEPCHI, IePHUBATUBbI, TOPTOBasl IIONIAKA

Article: 2022 was indeed a significant year for
the foreign exchange market in Armenia. Starting
from mid-2021, when the inflation rate in the United
States surpassed 5 percent, the Armenian dram
started to gradually strengthen against the US dollar.
This is because when inflation rises in any economy,
it typically leads to the devaluation of that country's
currency against other currencies.

The exchange rate of the US dollar against the
Armenian dram had been experiencing rapid growth
since the end of 2020, primarily due to the war
initiated by Azerbaijan and subsequent political

Inflation in USA

Inflation in Armenia

instability in the region. However, in March 2021,
the exchange rate began to decline and eventually
reached its lowest point in the second half of 2021,
stabilizing at around 477-480 drams per US dollar.
This level was considered normal and consistent
with the exchange rate observed in the previous few
years (Figure 1)

It seems that the stabilization of the exchange
rate in the second half of 2021 carried over into
2022, making it a breakthrough year for the
Armenian foreign exchange market.

USD/AMD Exchange rate

Figure 1: USD/AMD Exchange rate, Inflation level in USA and Armenia during 2021-2023 monthly [1]

In February 2022, the Russian-Ukrainian war
broke out, and this event had a significant impact on
the foreign exchange market in Armenia. The war
led to a large influx of foreign currency into
Armenia, primarily due to the movement and
settlement of Russian citizens who were fleeing the
conflict.

This influx of foreign currency had a notable
effect on the financial system of Armenia,
particularly on the foreign exchange rate. Figure 2
illustrates this impact. In March 2020, there is a
sharp increase in foreign exchange inflow, resulting
in the net foreign exchange inflow reaching its
highest level for the year at around 368 million
drams. In the subsequent months, despite some
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fluctuations, the level of funds received from abroad
remained relatively stable.

By February 2023, compared to January of the
previous year, the net inflow of foreign funds had
increased nearly six times. It rose from 56.1 million
drams in January 2022 to 332.13 million drams in
February 2023. This substantial increase indicates
the significant influence of the Russian-Ukrainian
war on the foreign currency inflow to Armenia
during this period. It's worth noting that the influx of
foreign currency can have various effects on the
foreign exchange market and the overall economy of
a country. While it can potentially strengthen the
local currency, it may also lead to other economic
consequences, such as changes in inflation rates or
trade balances.
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Figure 2: USD/AMD Exchange Rate Net Foreign Currency Inflow(min AMD) in Armenia during 2021-2023 monthly[2]

In 2022, the volume of individual money
transfers from abroad to the Republic of Armenia
reached the highest level since 2004, increasing by
5.2 times compared to the amount recorded in 2013,
which was 2.3 billion drams. In the current
situation, a significant portion, approximately 69%,
of these funds originated from the Russian
Federation (Figure 3).

The situation described had a significant impact
on the exchange rate of the US dollar against the
Armenian dram, resulting in a sharp appreciation of

Other countries
18%

United States

13%

the dram. Despite the decline in the US inflation rate
in 2022, the dram continued to strengthen against
the dollar, as depicted in Figure 1.

Regarding inflation in Armenia, Figure 1
indicates a negative correlation with the USD/AMD
exchange rate. As an importing country, the
devaluation of the dollar naturally has a positive
effect on prices, leading to a decline in the price
level. However, it is worth noting that moving prices
downward is often more challenging compared to
upward movements.

Russia
69%

Figure 3: Structure of foreign transfers by county as of the end of 2022 [2]

The inflow of foreign currency resulted in an
increase in the average daily volume of spot
transactions in foreign currency in Armenia. In
January 2023, this indicator grew by approximately
11 billion drams compared to the same month of the
previous year, as shown in Figure 4.

In terms of the average daily volume of foreign
exchange spot transactions as a percentage of GDP,

Armenia recorded a figure of 0.25% in 2022.
Developed countries typically have a range of 0.5-
3%, while developing countries tend to have lower
percentages. The highest level of this index was
observed in Switzerland at 9%, while Japan
recorded 4.34%.
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Figure 4. The volume of foreign currency spot operations in RA in the period from January 2022 to April 2023 [2]

The banking system in Armenia was not
unaffected by the situation arising from the Russian-
Ukrainian war. The significant influx of foreign
currency, increased volume of foreign exchange
transactions, absence of standards determining the
spreads for buying and selling foreign currency by
The Central Bank, and the rise in over-the-counter
trading in rubles resulted in excess profits for banks.

By mid-2022, the spread between the dram-
dollar exchange rates reached ten drams, but it has
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currently reduced to not exceeding six drams. While
the central bank has the authority to regulate the
spread, doing so may not necessarily promote
market development but rather prevent banks from
earning excessive profits. What holds more
significance is the progressive development of the
market, which would naturally lead to a spontaneous
narrowing of the spread.

2022

Figure 5. The share of income from foreign currency transactions in the operating income of the four leading banks in
RA in 2021 and 20223, 4; 5; 6]

In 2022, the banks operating in Armenia
experienced a substantial increase in their total net
profits. The total net profit for the year reached 263
billion drams, which is 197 billion drams or
approximately four times higher than the previous

year's result [7]. As mentioned earlier, a significant
portion of these profits was generated from foreign
exchange transactions. In 2021, income from
foreign exchange transactions accounted for just
over 15% of the banks' operating income. However,
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in 2022, it rose to over 30% of the operating profit.
For instance, the income of Ardshinbank from
foreign exchange transactions accounted for more
than half of its operating profit at 53.7%, as shown
in Figure 5.

Although, the foreign exchange market in
Armenia is one of the most regulated spheres by The
Central Bank, the market still has a lot of problems,
and a part of them is a result of that regulation. The
part of these problems have become more apparent
during periods of dram’s appreciation.

One of the most crucial problems in the
national currency market is the absence of a market
rate. There is currently no platform in Armenia
where supply and demand can determine foreign
currency prices. Instead, exchange rates for buying
and selling foreign currency are set by banks based
on their foreign exchange positions. The Central
Bank too has its impact on foreign exchange rates
by by collecting foreign currency from the market or
pouring it into the market through auctions. So
having a market rate is a vital necessity : Previously,
the Armenia Stock Exchange had an active foreign
exchange market, but the lack of transparency in
transactions caused participants to avoid trading
there. Therefore, it is essential to establish a foreign
exchange trading platform that allows buying and
selling foreign currencies at market rates. Moreover,
not only for banks as it is now, but also other
financial entities like investment and pension funds,
insurance companies, investment companies, and

some non-financial companies should be involved in
foreign exchange transactions. The introduction of
such a platform would enable buying foreign
currency at market rates at least during the
exchange's operating hours, regardless of the rates
set by banks.

To ensure the functioning of the market, the
introduction of market makers in the foreign
exchange market is crucial. The institution of
market makers, as demonstrated by the experience
with corporate and government bonds, provides
liquidity and contributes to market development.

The recent appreciation of the dram has
highlighted the need for developing the derivatives
market in Armenia. While the stronger dram has had
positive consequences for the economy, such as
lower inflation rates, it also had negative effects.
Companies, especially those in the information
technology and export sectors, which earn a
significant portion of their income in foreign
currency, have experienced substantial losses as
their profits in dram equivalent declined. Financial
companies, including insurance companies,
investment and pension funds, have also had a
decrease in the value of their portfolios as foreign
currency assets dominate in their portfolios. Figure
6 shows that for both Armenian mandatory pension
conservative funds, the net asset value per share
decreased in 2022 compared to 2021, reflecting the
impact of the stronger dram.
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Figure 6. Net assets value of Amudi-ACBA and C-Quadrat pension conservative funds in 2021 and 2022 [8; 9]

The development of a derivatives market would
provide opportunities for companies and financial
institutions to hedge themselves against foreign
exchange  risks, mitigating the negative

consequences of dram appreciation and supporting
stability in the economy.

Currently, banks in Armenia offer forward
contracts, but their efficiency is limited due to the
lack of standardization. The absence of standardized
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forward contracts makes it challenging for banks to
hedge these contracts, leading them to avoid taking
on the client's risk.

To address this issue, it is essential to introduce
foreign currency futures that adhere to standardized
international standards. By having such instruments
available, companies will be able to hedge their
currency risks more effectively. Additionally, they
will have the flexibility to close positions before the
expiration of the contract if necessary. Furthermore,
the presence of foreign currency futures will enable
banks to close their open positions using futures,

which would encourage them to offer this
instrument to their clients.
Conclusion. In conclusion, the foreign

exchange market in Armenia faces challenges that
impede its development, despite being subject to
strict control by the Central Bank of Armenia. The
absence of a currency exchange trading platform
hinders the formation of a market rate based on
supply and demand. As a result, banks set exchange
rates based on their own foreign currency positions,
leading to significant spreads.

The recent devaluation of the national currency
has wunderscored the need for a functioning
derivatives market to effectively hedge currency
risks. Companies and financial institutions would
benefit from standardized foreign currency futures
that adhere to international standards, enabling them
to manage their currency exposures more efficiently.
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