SUMMERY OF 2020-2022 GOVERNMENT DEBT MANAGEMENT STRATEGY
 OF THE REPUBLIC OF ARMENIA 
This document presents the RA Government debt management strategy to raise the borrowings necessary for financing the RA State budget deficit and manage the risks of the RA Government debt portfolio. The strategy is a three-year program, which is reviewed and published annually, contributing to ensuring the predictable and transparent management of the Government debt.
After a recap the debt management objectives the second section presents a snapshot of the current portfolio focusing on the cost and risk indicators. The third section summarizes the main macroeconomic assumption. Finally, the strategy, expressed in terms of benchmarks for the portfolio exposure, is presented in the last section.

I. Objectives of the RA Government debt management 

The RA Government debt management strategy is developed in accordance with the provisions of the RA Law “On Public Debt” approved in 2008. 

According to the RA Law “On Public Debt”, the main objective of the RA Government debt management is the assurance of the permanent possibility for meeting the financial needs of the Government, together with the reduction of the debt service amount in the long-term. Attaining these objectives require improving the composition of the Government debt structure taking into account the potential risks and coordinating the public debt management with fiscal and monetary policies. 
II. Cost-at-risk analysis of the RA Government debt portfolio
At the end of 2018 RA Government cost and risk indicators were the following:

Table 1. RA Government debt cost and risk indicators as of 31.12.2018
	
	Foreign Currency Denominated Debt
	AMD Debt
	Total

	RA Government Debt, billion AMD
	2,494.8
	588.1
	3,082.9

	RA Government Debt, million USD
	5,157.1
	1,215.7
	6,372.9

	RA Government Debt  / GDP, (%)
	41.5
	9.8
	51.3

	Cost Indicators
	Interest payment / GDP, (%) 
	1.3
	1.0
	2.3

	
	Weighted Average Interest, (%)
	3.2
	10.3
	4.7

	Refinancing Risk
	Average Time to Maturity (years)
	8.6
	9.1
	8.7

	
	Debt Maturing in 1 year (% of total)
	3.2
	13.0
	5.0

	Interest rate Risk
	Average Time to Refixing (years)
	6.7
	9.1
	7.1

	
	Debt Refixing in 1 year (% of total)
	21.4
	13.0
	19.8

	
	Fixed Rate Debt (% of total)
	81.4
	100.0
	85.0

	Foreign Exchange Risk
	Foreign Exchange Debt (% of total)
	-
	-
	80.9

	
	Short Term Foreign Exchange Debt (redemption and interest payments) / International Reserves, (%) 
	-
	-
	7.2


The performed analysis shows that the exposure to interest rate risk is relatively low.  Particular attention is being given to the refinancing of the Eurobonds maturing on 2020 (see the redemption profile in chart 1), other than that, refinancing risk is relatively low. The main concern therefore is with the portfolio exposure to FX risk. Given the large share of FX debt on the stock, a FX shock could derail the debt/GDP trend and slowdown the progress being made in this front. As shown in the strategic guidelines the funding strategy will look for ways to increase the share of local currency debt.
Chart 1. Redemption profile of the Government debt by instruments, as of 31.12.2018 
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III. Macroeconomic assumptions 
The RA Government debt strategy is based on the macroeconomic forecasts compliant with the 2020-2022 Medium-Term Expenditure Framework (MTEF). The projections of the macroeconomic aggregates and analyses of the risks associated are presented in detail in the “Macroeconomic analyses and forecasts” section of the 2020-2022 MTEF and summarized below in table 2.
.
Table 2. Underlying key indicators of the 2019-2022 RA Government debt management strategy (AMD billion)
	
	
	
	2016
	2017
	2018
	2019
	2020
	2021
	2022

	Real GDP (percentage change)
	0.2
	7.5
	5.2
	5.4
	4.9
	5.0
	5.1

	CPI (period average; percent change)
	-1.4
	1.0
	2.5
	1.9
	3.1
	4.0
	4.0

	
	
	
	
	
	
	
	
	
	

	Central Government operations (% of GDP)
	
	
	
	
	

	Revenue and grants
	
	23.1
	22.2
	22.3
	24.1
	24.5
	24.4
	24.7

	Expenditure
	
	28.6
	27.0
	24.1
	26.5
	26.8
	26.6
	26.9

	Overall balance (cash basis) 
	-5.5
	-4.8
	-1.8
	-2.3
	-2.3
	-2.2
	-2.2

	Government debt
	51.9
	53.7
	51.3
	52.2
	52.1
	51.3
	50.5

	
	
	
	
	
	
	
	
	
	

	External sector
	
	
	
	
	
	
	
	

	Exports of goods and services (USD million)
	3,500
	4,307
	4,669
	4,983
	5,431
	5,981
	6,620

	Imports of goods and services (USD million)
	-4,516
	-5,710
	-6,583
	-6,912
	-7,350
	-7,841
	-8,392

	Current account balance (percent of GDP)
	-2.3
	-2.4
	-9.1
	-7.0
	-6.6
	-5.7
	-4.6

	
	
	
	
	
	
	
	
	
	

	GDP in billions AMD
	
	5,067
	5,565
	6,005
	6,455
	6,975
	7,616
	8,321


Armenia has continued to make progress in recent years in maintaining macroeconomic and financial stability and in implementing structural reforms to promote growth. Economic activity has strengthened and real growth should converge around 4.5%. Inflation remains under control although it’s expected to increase slightly during the period of the strategy. In the external sector the increasing deficit in the current account will not be fully offset by capital flows and remittances. 

The projection of the gross borrowing requirements are as follows:
Table 3. Total funding needs (AMD billion)

	
	2017 actual
	2018 actual
	2019 forecast
	2020 forecast
	2021 forecast
	2022 forecast

	State budget primary deficit, AMD billion
	(144.9)
	33.6
	6.4
	25.4
	20.6
	23.5

	Interest payments for Government debt, AMD billion
	122.1
	139.0
	158.0
	183.0
	189.6
	207.9

	Principal payments for Government debt, AMD billion
	185.4
	187.4
	191.3
	500.6
	280.0
	292.7

	Gross financing needs, AMD billion
	162.6
	360.0
	355.7
	709.0
	490.2
	524.2

	Gross financing needs as a percent of GDP, %
	2.9
	6.0
	5.5
	10.2
	6.4
	6.3


In 2020 the borrowing requirements are large because of the Eurobonds redemption. 
IV Strategic guidelines and benchmark indicators
The results of the Government debt portfolio cost-at-risk analysis show that the debt portfolio is mostly exposed to exchange rate risk. Therefore, the RA Government considers as a priority the continuous development of the Government treasury securities market and the increase of the volume of the borrowings from the domestic market. To this end, the following is the financing plan for the period 2017-2022
Chart 2. The structure of the deficit financing through domestic and external net borrowings in 2017-2022
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The RA Government debt management strategy defines benchmark indicators for the exposure of the government debt portfolio to the different financial risks. These benchmarks are summarized in the table 4

Table 4. Benchmark indicators of the 2020-2022 RA Government debt portfolio

	
	Benchmark

	Refinancing risk
	

	Average Time to Maturity 
	8 – 11 years

	Share of the Government treasury bonds maturing in 1 year in the outstanding Government treasury bonds (at the end of the year)
	max 20%

	Interest rate risk
	

	Share of Fixed Rate Debt in total debt
	min 80%

	Exchange rate risk
	

	Share of domestic debt in total debt
	min 20%

	Share of AMD denominated debt in total debt (%)
	min 20%


It is important to mention that the actions to be carried out only in the RA Government debt management area are not sufficient for the substantial development of the RA Government domestic debt market. One of the preconditions for the development of the domestic debt market and the extension of the investors’ base is the implementation of the reforms in other segments of the financial market (pension, insurance, etc.). 

In the medium-term, the RA Government will continue implementing the actions aimed at smoothening of the RA Government debt redemption profile and reducing the refinancing risk, by applying liquidity management instruments such as the formation of the cash buffer, implementation of buybacks and switches.
Appendix
Actual indicators for 2017-2018, State budget planned indicators for 2019 and forecasted indicators for 2019-2022 characterizing the RA Government debt

Table 5. The key indicators of the RA Government debt in 2017-2022 (Billion AMD)

	
	2017

actual
	2018 actual
	2019

State budget program
	2019 forecast
	2020 forecast
	2021 forecast
	2022

forecast

	Government Debt
	2,988.4
	3,082.9
	3,361
	3,370.6
	3,636.7
	3,909.7
	4,204.9

	% to GDP
	53.7
	51.3
	49.7
	52.2
	52.1
	51.3
	50.5

	By residency
	
	
	
	
	
	
	

	Government Domestic Debt
	619.5
	672.4
	731.2
	748.8
	837.9
	947.2
	1,078.1

	Government External Debt
	2,368.9
	2,410.4
	2,629.7
	2,621.7
	2,798.8
	2,962.5
	3,126.8

	By instruments
	
	
	
	
	
	
	

	External Loans and Borrowings
	1,946.6
	2,002.7
	2,210.8
	2,210.0
	2,378.8
	2,534.1
	2,689.5

	Government Treasury Bonds
	549.7
	588.1
	655.6
	655.6
	745.6
	855.6
	985.6

	FX Denominated Government Bonds
	484.1
	483.8
	486.6
	496.9
	506.3
	515.9
	525.7

	External Guarantees
	3.6
	3.9
	3.9
	3.9
	4.0
	4.1
	4.1

	Domestic Guarantees
	4.4
	4.4
	4.1
	4.2
	2.1
	0.2
	0.0

	Interest Payment for Government Debt 
	122.1
	139.0
	158.0
	158.0
	183.0
	189.6
	207.9

	Interest Payment / State Budget Expenditures (%)
	8.1
	9.6
	9.6
	9.6
	9.8
	9.4
	9.3

	Interest Payment / State Budget Own Revenues (without grants) (%)
	10.0
	10.4
	10.8
	10.8
	10.8
	10.3
	10.2

	Interest Payment / GDP (%)
	2.2
	2.3
	2.3
	2.4
	2.6
	2.5
	2.5


Table 6. Government bond indicators in 2017-2022
	
	2017

actual
	2018 actual
	2019

State budget program
	2019 forecast
	2020 forecast
	2021 forecast
	2022

forecast

	Government Treasury Bonds, billion AMD
	549.7
	588.1
	655.6
	655.6
	745.6
	855.6
	985.6

	% to GDP
	9.9
	9.8
	9.7
	10.2
	10.7
	11.2
	11.8

	By Days to Maturity, billion AMD
	
	
	
	
	
	
	

	Up to 1 year
	90.1
	76.1
	91.5
	91.5
	115.0
	115.5
	134.0

	1-5 years
	222.6
	224.5
	298.5
	298.5
	314.2
	409.6
	452.5

	More than 5 years
	237.1
	287.5
	265.5
	265.5
	316.4
	330.4
	399.0

	Share by Days to Maturity (%)
	100
	100
	100
	100
	100
	100
	100

	Up to 1 year
	16.4
	12.9
	14.0
	14.0
	15.4
	13.5
	13.6

	1-5 years
	40.5
	38.2
	45.5
	45.5
	42.1
	47.9
	45.9

	More than 5 years
	43.1
	48.9
	40.5
	40.5
	42.4
	38.6
	40.5

	Average Interest Rate (%)
	13.1
	12.3
	12.0
	12.0
	11.5
	11.3
	11.1

	Average Time Maturity (years)
	7.6
	9.1
	10.1
	10.1
	10.2
	10.3
	10.4

	FX Denominated Government Bonds, million USD
	1,000.1
	1,000.1
	1,000.1
	1,000.1
	1,000.0
	1,000.0
	1,000.0

	% to GDP
	8.7
	8.1
	7.2
	7.7
	7.3
	6.8
	6.3

	Average Interest Rate (%)
	6.9
	6.9
	6.9
	6.9
	7.5
	7.5
	7.5

	Average Time to Maturity (years)
	5.0
	4.2
	3.0
	3.0
	6.9
	5.9
	4.9


Table 7. Indicators for the RA Government loans and borrowings in 2017-2022

 (Million USD)
	
	2017

actual
	2018 actual
	2019

State budget program
	2019 forecast
	2020 forecast
	2021 forecast
	2022

forecast

	Government Loans and Credits, USD million
	4,021.0
	4,140.0
	4,543.8
	4,448.1
	4,698.6
	4,911.9
	5,116.1

	In % to GDP
	35.0
	33.4
	32.7
	34.2
	34.1
	33.3
	32.3

	By residency
	
	
	
	
	
	
	

	External Loans and Credits
	4,021.0
	4,140.0
	4,543.8
	4,448.1
	4,698.6
	4,911.9
	5,116.1

	Domestic Loans and Credits
	-
	-
	-
	-
	-
	-
	-

	By lender
	
	
	
	
	
	
	

	From International Financial Institutions
	3,167.2
	3,185.7
	3,357.0
	3,294.7
	3,480.7
	3,652.9
	3,849.2

	From Foreign States
	829.2
	931.6
	1,166.0
	1,132.8
	1,199.1
	1,242.4
	1,252.5

	From Commercial Banks
	24.6
	22.7
	20.8
	20.5
	18.8
	16.6
	14.5

	Average Interest Rate (%)
	2.1
	2.4
	2.8
	2.7
	2.7
	2.7
	2.7

	Average Time to Maturity (years)
	10.4
	9.7
	9.2
	9.2
	8.8
	8.4
	8.1
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� 2020-2022 RA Government Debt Management Strategy was approved by the RA Government Decree N 900-N Dated on July 10, 2019
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