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The Armenian economy is set for a short-term boost as a result of the country’s

accession to the customs union of Russia, Belarus and Kazakhstan, which is expected

in H214. This will open up the Armenian economy to increased foreign investment, as

well as bolster export levels. However, in the longer term we believe that the pivot away

from deeper EU integration will hinder greater levels of FDI, as Armenia will not face the

same pressures to reform institutions or challenge monopolies as would be the case if

the country were seeking EU member status.

An increase in production at the ACG oil field will boost Azerbaijani economic activity in

2014 and 2015, before production peaks in 2016. Following this, the Trans-Adriatic

Pipeline, which will supply gas through to Western Europe, will provide a notable boost

to real GDP growth. In addition, despite an increase in the number of skirmishes on the

border of the disputed Armenian-occupied Nagorno-Karabakh region in early 2014 we

do not expect an escalation to widespread armed hostilities. Azerbaijan has much to

lose and little to gain in economic terms from a renewed conflict with Armenia, with any

outbreak of violence likely to dissuade further FDI.

The Georgian economy is set to continue to reap the benefits of the relaxation of trade

restrictions with Russia, although the country’s drive towards deeper European Union

integration could halt this trade renaissance in its tracks. Georgia is set to sign an

Association Agreement with the EU in August at the earliest, taking the country a step

further down the path towards EU member status. However, this could spur Moscow

into re-imposing the trade restrictions in an attempt to halt a country that it sees as part

of its historical economic and political sphere of influence pivoting towards Russia.

+44 20 8123 2220
info@marketpublishers.com

Caucasus Business Forecast Report Q2 2014

https://marketpublishers.com/report/business_finance_insurance/business_services/caucasus_business_forecast_report_q2_2011.html


Major Forecast Changes

We have revised up our forecast for Azerbaijani real GDP growth in 2014 and 2015,

from 5.5% and 4.6% to 5.6% and 5.7% respectively, on the back of our Oil & Gas

team’s projections for output at the ACG oil field to increase after several years of

stagnation. We have also revised our forecast for the Azerbaijani policy rate, and no

longer expect a 25 basis point cut in 2014 with the rate set to remain at 4.75%, as rising

demand-pull pressures increase consumer price inflation.

Key Risks To Outlook

If Russia uses its position as the host of the 2014 Winter Olympics to assert the

independence claims of breakaway regions South Ossetia and Abkhazia in a prominent

manner, we would expect to see a significant deterioration in Georgian-Russian

relations. While the Georgian government has not stated what the retaliation would be

in the face of this, we cannot rule out the Georgian government attempting to influence

the breakaway regions more forcefully. This could become especially precarious given

that South Ossetia is planning to hold elections for its de facto parliament in May, and,

although very unlikely, any perception of interference could prove a touch-paper for a

deterioration in relations beyond a war of words or trade blocks.

The Armenian government has attempted to argue that accession to the customs union

will prove beneficial to exporters, which we believe will be the case. However, it also

exposes domestic producers to competition from cheaper imports from the customs

union states. If this significantly damages Armenian industries, resulting in an increase

in unemployment (already estimated to be around 20%) and suppressing wage growth

we could see more widespread political protest against the government.
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