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EXECUTIVE SUMMARY 

Real GDP in 2013 remained at the level of 2012 as positive contribution of domestic demand to economic 
growth was outweighed by negative contribution of net real exports. Decline in investments undermines 
economic growth in the future. During the year the Government did not approve reforms for fiscal 
consolidation and improvement of business climate and, as a result, failed to negotiate new IMF program. 
The Government faced huge liquidity gap in the end of the year, which resulted in delays in financing all 
expenditures including even wages and social payments. In the end of the year, Ukraine did not sign 
Association Agreement with the EU and negotiated for closer relations with Russia, which triggered 
political crisis in the country. 
Politics. In 2013, Ukraine tried to continue its long standing policy of balancing between the European 
Union and Russia. However, in the second half of the year tensions between Ukraine and Russia increased 
after Russia imposed informal trade barriers for Ukrainian goods and threatened to break off free trade 
and industrial cooperation. The EU refused to ease requirements for the Association Agreement. As a 
result, on November 28, Viktor Yanukovych refused to sign the AA at the EU’s Eastern Partnership Summit 
in Vilnius, which triggered the largest protests in Ukraine since the “Orange revolution” in 2004. 
Real Sector. Real GDP in 2013 remained at the level of 2012. On expenditure side, real private final 
consumption supported domestic demand, while real gross fixed capital accumulation declined. Negative 
contribution of net real exports to growth at 1.0 p.p. was explained by larger decline in real exports than 
in real imports. On production side, real gross value added grew rapidly. Industrial output declined due to 
lower external demand and sluggish consumer demand for domestically produced goods.  
Agriculture. In 2013, agricultural production increased by about 14% due to higher crop production. At 
the same time, agri-food exports declined by about 5% (to USD 17 bn) primarily due to drop in world 
prices for grains, oilseeds and their products in the second half of the year. 
Energy policy. Ukraine continued efforts to decrease energy dependency on Russia including reverse gas 
supplies from Europe and promotion of unconventional gas extraction.  
Infrastructure. The Government did not conduct any substantial reforms in infrastructural sectors. Lack 
of investments in infrastructure undermines economic development in the medium term.  
Balance of Payments. In 2013, the NBU international reserves dropped as balance of payments surplus 
of USD 2.0 bn was insufficient to cover repayment of debt to the IMF. Current and capital account deficit 
at USD 16.5 bn (9.0% of GDP) was lower than USD 18.8 bn (10.3% of GDP) financing raised through 
financial account. 
Income: Difficult financial situation of companies and high fiscal pressure resulted in the slowdown of 
disposable income growth, which grew by 5.0% in nominal terms and 5.3% in real terms. 
Fiscal policy. Expenditures and revenues were significantly under-executed in 2013 due to overoptimistic 
targets as well as economic slowdown. Lack of financing resulted in delays in payments of pensions and 
social assistance. Primary fiscal deficit resulted in increase in state debt to 41% of GDP.  
Monetary policy. In 2013 the NBU de facto focused on maintaining exchange rate stability and 
supporting fiscal policy. Monetary policy was secondary to interventions on foreign exchange market and 
quasi-fiscal operations with government bonds. In 2013, average CPI declined by 0.3%.   
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Politics: An attempt to stop integration into the EU 
threw Ukraine into political turmoil 
EU/Russia. Since the beginning of 2013, Ukraine tried to continue 
its long standing policy of balancing between the European Union 
(EU) and Russia. On the one hand, Ukraine intended to sign the 
Association Agreement (AA) with the EU in November 2013, which 
implied establishment of a Deep and Comprehensive Free Trade Area 
(DCFTA) with the Union. On the other hand, Ukraine tried to improve 
relations with Russia through negotiating special participation in the 
Customs Union of Belarus, Kazakhstan, and Russia (СU).  
In the first half of the year, such policy mix had a limited success. 
Ukraine made some progress in meeting preconditions for signing the 
AA. In April, President Viktor Yanukovych granted pardon to one of 
his imprisoned political opponents, former Interior Minister Yuriy 
Lutsenko. This was considered an important step in solving the issue 
of selective justice. The Parliament passed laws aimed at fighting 
corruption, and the Government was well advanced in implementing 
the new Code of Criminal Procedure. But the most important issues 
were not resolved as Yulia Tymoshenko, Ukraine’s former Prime 
Minister, remained imprisoned, and the Government did not make 
progress in promoting law enforcement reform and correcting flawed 
electoral procedures. 
Ukraine also apparently persuaded Russia to accept “three plus one” 
model of cooperation between the CU and Ukraine. In May, Ukraine 
signed a memorandum with the CU stating that it looked to obtain an 
observer status in the Union. The CU promised to grant such status 
to Ukraine, although earlier Russia rejected that model of 
cooperation insisting that Ukraine might become only a full member 
of the Union. An observer status could allow Ukraine to participate 
both in the European and the Eurasian integration projects, while full 
membership in the CU would make the establishment of the DCFTA 
with the EU infeasible. 
However, later Russia changed its disposition and started to exert 
considerable pressure on Ukraine to prevent the country from signing 
the AA with the EU. In July, Russia banned imports of sweets 
produced by a major Ukrainian confectionery manufacturer 
“Roshen”,i and refused to extend the quota on duty-free pipe imports 
from Ukraine until 2014. In August, other large manufacturers from 
various sectors reported problems with supplies to Russia as it 
introduced additional thorough inspections of Ukrainian goods. In 
August, Russia pledged to restrict imports from Ukraine further if the 
AA would be signed. The restrictions contributed to a decline in 
Ukraine’s exports to Russia. Between September and December, 
exports to Russia fell by 16% yoy, while exports to the rest of the 
world decreased only by 2%. In that period the share of Ukraine’s 
exports to Russia decreased by 3 p.p. yoy to 22%.  
On November 28, Viktor Yanukovych refused to sign the AA at the 
EU’s Eastern Partnership Summit in Vilnius, although the EU in fact 
removed all previously established preconditionsii. The President 
explained his decision by stringent economic conditions in Ukraine. 
Given ongoing economic stagnation, growing fiscal and current 
account deficits, Ukraine could not bear further restrictions on 
exports to Russia. Furthermore, Ukraine was in a critical need of 
financing to avoid default and maintain monetary stability as 
negotiations with the IMF for a new stand-by arrangement failed due 
to lack of official will to conduct necessary reforms. At the same 
time, Russia agreed to provide financial aid to Ukraine by purchasing 
Ukrainian Eurobonds at USD 15 bn with the yield at 5% p.a. (the first 
tranche of USD 3 bn was disbursed in December) and reducing the 
price of natural gas by approximately 30%.iii Unwillingness of the 
authorities to respect the EU’s common values including democracy, 
human rights and rule of law might contribute to President’s decision. 
The refusal to sign the AA with the EU implied that Ukraine put on 
hold European integration and rejected the strategy of balancing 
between East and West, at least temporarily. As a result, Ukraine 
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slipped into the Russian sphere of influence in the end of 2013. 
Although the Government did not make any public commitment in 
exchange for Russian financial aid, an analysis of its policy suggested 
that Ukraine undertook to coordinate policy-making with Russia. 
Stopping European integration had significant impact on internal 
political situation triggering an acute political crisis. 
Political crisis. The refusal to sign the AA with the EU triggered the 
largest protests in Ukraine since the “Orange revolution” in 2004. 
The wave of demonstrations and civil unrest began across Ukraine on 
November 21, when the Government decided to stop the process of 
preparation for the signing of the AA. The protesters demanded the 
agreement be signed. An attempt to violently disperse the protesters’ 
camp on the main square of Kyiv, made by the police on November 
30, led to an escalation of protests. Protesters expanded the list of 
their claims demanding also prosecution of police officers who 
committed offences against peaceful protesters, and calling for 
resignation of the Government and the President. In December, from 
200,000 to at least 500,000 people took part in rallies in Kyiv each 
weekend. According to surveys, about a half of Ukrainians endorsed 
the protests. In the end of the year, political tensions rose as the 
government officials began to use criminals to attack protest leaders. 
The work of the Parliament was almost paralyzed. 
As the authorities refused to make any substantial concessions to 
protesters, peaceful mass rallies turned into violent clashes and a 
massacre in the beginning of 2014. President Viktor Yanukovych fled 
to Russia. As a result, the new Government was appointed after the 
Constitutional amendments of 2004 became effective shifting Ukraine 
to a parliamentary republic. As a result, Ukraine resumed European 
integration policies, which provoked a Russian military intervention 
into Ukraine.iv  

GDP: Stagnating Ukraine’s economy  
Real GDP in 2013 remained at the level of 2012 and was by 0.3% 
higher than in 2011. Real GDP grew by 3.3% yoy in the fourth 
quarter of 2013 after declining for five quarters in a row. This 
happened in response to positive contribution of agricultural 
production growth due to late and record harvest. 
On expenditure side, real private final consumption was the major 
driving force of real GDP dynamics as it made a positive contribution 
at 5.3 p.p. It increased by 7.8% due to higher real disposable 
household income (see Wages and income). Moreover, saving rate 
declined further due to higher economic and political uncertainty. 
Purchases of foreign currency increased towards the end of 2013 due 
to high devaluation expectations (see Exchange rate).  
Gross fixed capital accumulation declined by 6.6% due to limited 
sources for financing and increased uncertainty (see Investments). 
In particular, companies in most sectors of economy faced financial 
problems caused by weak domestic and external demand (see 
Financial results of companies). Interest rates on bank lending 
remained also high reducing access of companies to financing (see 
Financial markets and Business climate). Moreover, fiscal pressure 
restricted fiscal outlays in infrastructural projects (see Fiscal policy).  
Drop in inventories made a negative contribution to economic growth 
at 2.6 p.p. It could be attributed to reduction in government strategic 
and intervention stocks as well as lower gasoline and coal stocks. At 
the same time, grain stocks were higher than previous year. 
Therefore, overall contribution of domestic demand to real GDP 
growth was positive at 1.0 p.p. 
Negative contribution of net real exports to growth at 1.0 p.p. was 
explained by larger decline in real exports than in real imports (see 
Balance of Payment and Merchandise trade). Exports of goods and 
services contracted by 8.8% due to weak demand for Ukrainian 
goods and services and sharp decline in exports to Russia. At the 
same time, imports declined by 5.9% largely due to lower 
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investment demand as well as smaller minerals imports (see Energy 
sector).  
On production side, real gross value added (GVA) grew by 13.8% in 
agriculture due to high crop harvest (see Agricultural output and 
trade). At the same time, real GVA in industry dropped by 5.7% as 
manufacturing contracted by 9.3% due to weak domestic and 
external demand (see Industrial output).  
Restricted financing against the background of high economic 
uncertainty contributed to drop in construction at 13.6%. As a result, 
real GVA in the sector was by three times lower than in 2007. 
Increase in real private consumption supported growth of real GVA in 
trade at 2.0% due to increase retail sales. At the same time, 
wholesale trade turnover dropped by 2%.  

Investments: Investments decreased as a result of 
uncertainty 
Real gross fixed capital accumulation. In 2013, real gross fixed 
capital accumulation decreased by 6.6% due to restricted financing 
as well as high political and economic uncertainty. In particular, real 
investments into machines and equipment dropped by 8.2%. 
Therefore, some companies likely delayed implementation of 
modernisation projects, which would enhance their competitiveness. 
Real investments into construction declined by 4.6% due to lower 
financing of commercial construction and infrastructural projects.  
Investments in fixed capital. Investments in fixed capital (which 
is a narrower category than gross fixed capital accumulation and is 
based on different reporting model) in 2013 declined by 6.0% (to 
UAH 248 bn) in nominal terms and by 11.1% in real terms.  
According to sectoral structure of real investments in fixed capital, 
the sharpest decline was demonstrated by transport sector (by 
43.2%) partially due to high statistical base.v High fiscal pressure 
resulted in decline of investments in public sectors. At the same 
time, real investments in fixed capital grew in manufacturing by 
7.7% likely due to higher financing of modernisation projects after 
years of under-investment. Modernisation projects are expected to 
increase Ukrainian companies’ competitiveness, which is essential as 
international competition increases, while external demand remains 
weak.  
The structure of financing investments changed in 2013. Share of 
consolidated fiscal financing dropped by 4.2 p.p. to 5.3% primarily 
due to difficult fiscal situation (see Fiscal policy). Besides, fiscal 
capital outlays in 2012 were largely allocated to financing of projects 
related to the Euro-2012. Overall, consolidated fiscal financing 
dropped by 62.2% in 2013. 
High economic uncertainty and risks restricted financing of 
investments at the expense of bank lending, which contracted by 
13.8%. The share of this source of investment financing reduced to 
14.8%. At the same time, companies increased own financing of 
investments by 0.6% and their spending accounted for 63.4% for 
total investments.  

Industrial output: Industrial production declined 
further 
In 2013 industrial output dropped by 4.3% due to decline of external 
demand for major manufacturing goods. Domestic demand also 
remained weak as share of imported goods in retail sales increased. 
Output in extractive industry grew by 0.6%. Extraction of iron ore 
increased, which was likely explained by their higher exports as 
Ukrainian steel production remained stable. At the same time, 
extraction of coal and oil reduced by 2.1% and 5.4%, respectively 
(see Energy sector).  
Manufacturing production dropped by 7.1% due to lower output in 
most sectors. Food processing excluding beverages and tobacco 
declined by 3.9%. In particular, sugar production dropped by 47.1% 
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due to lower harvest of sugar beets (see Agricultural output and 
trade). Production of sunflower oil and animal fat also dropped by 
7.4%. At the same time, meat processing grew by 8% in response to 
higher supply of raw products. Production of alcohol and tobacco 
declined by near 8% likely due to lower informal exports. 
Over the year the drop in production of oil refineries decelerated to 
22.7% as Odessa refinery restarted its operation from September 
2013. For comparison the drop in the sector was at 63.7% yoy in 
January 2013.  
Lower international competitiveness resulted in decline of external 
demand for Ukrainian fertilisers (see Merchandise trade). As a result, 
drop in production of primary chemical products, including fertilisers, 
reached 25%. At the same time, state policy aimed at substituting 
imported medicine by domestically produced products (in particular, 
in public procurement) stimulated growth of production of 
pharmaceuticals by 11.8%.  
Weak external demand resulted in further decline of metallurgical 
output by 5.3% from already low base. The largest decline was 
reported in production of pipes. At the same time, steel production 
declined by only 0.6%.  
Decline in machine building was reported at 13.2% primarily due to 
lower production of railway equipment as well as computer, 
electronic and optical products (including medical equipment). At the 
same time, introduction of recycling fee for cars allowed automobile 
production to increase in the last quarter of 2013; however, it still 
dropped by 34% in 2013. Decline in demand from Russian railway 
transport companies for Ukrainian locomotives and railway carriages 
resulted in drop in the respective production by 34.5%.  
Overall, all industrial sectors faced weak domestic and external 
demand throughout the year. As a result, industrial enterprises had 
limited capacity to maintain their external competitiveness through 
investments in more efficient and modern equipment. 

Agriculture: Considerable output growth due to record 
harvests  
In 2013, agricultural production increased by about 14%. Notably, 
growth was significantly higher in agricultural enterprises than in   
households’ subsistence farms at 21% and 6%, respectively. The 
share of agriculture in GDP increased by 1 p.p. to 9%. Agri-food 
exports also increased by 1 p.p. and reached about 27% in total 
merchandise export.  
Crop production. In 2013, total crop production grew by 8.5%, but 
was by 3% lower than in 2011. Total harvested area increased to 
28.3 m ha (1.9% higher than in 2012), 70% of which was sown by 
agricultural enterprises. Grains and pulses, and potatoes accounted 
58% and 21% of plant production, respectively.   
Record harvest of grains and pulses at 63 m t (with the share of food 
grains at 37%) was gathered in 2013, which is by 36% higher than 
in the previous year. Such high results were achieved primarily due 
to  30% increase in yields, which reached world average levels at 0.8 
t per ha, and enlargement of harvested area by 6.8% (1 m ha). The 
share of grain harvested by agricultural enterprises and households’ 
subsistence farms (78.7% and 21.3%, respectively) did not change 
considerably compared to the previous year.  
Significant increase in gross production of grains was largely driven 
by larger harvested areas increased due to bigger demand for corn 
and wheat at the international market as well as higher yields due to 
favourable weather conditions. In particular, production of corn and 
wheat increased by about 50% (to 31 m t) and 40% (to 22 m t), 
respectively. At the same time, reduced harvested areas resulted in 
reduced production of millet (35%), buckwheat (25%), oats (26%), 
rice (9%) and rye (6%). 
Cropping area under sugar beet was reduced by near 40%, which 
resulted in approximately the same cut in output. This was done to 
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compensate for decline in prices because of overproduction in 
previous years. 
Agricultural enterprises were focused on production of grains, 
oilseeds and sugar beet, where application of crop protection 
measures and modern agrimachinery allows achieving higher yields. 
At the same time, households’ subsistence farms concentrated more 
on growing labour intensive crops, particularly, potatoes, vegetables, 
fruits and berries with a share in gross production at 97%, 88% and 
81%, respectively.   
In 2013, a slight decrease in production of potatoes and vegetables 
was observed due to reduction of harvested area. On the contrary, 
output of fruits and berries, and grapes increased by 14% and 26%, 
respectively. 
Last year turned to be successful also for the key oilseeds. Gross 
sunflower harvest reached a record level of 11 m t (by 32% higher 
than in 2012) allowing Ukraine to further strengthen its positions at 
the international market. Agricultural enterprises managed to 
increase yields of this crop by 31% (to 2.28 t per ha). 
After decline in rapeseed production for 5 years in a row, in 2013 it 
has doubled comparing to the previous year and reached 2.4 m t as 
harvested areas increased by 80%. Soybean production grew by 
about 15% (to 2.8 m t) due to a 20% increase in yield. 
Livestock production. In 2013, livestock production grew by 4.8% 
(by 1 p.p. higher than in 2012) with an increase at 8.8% and at 
1.8% for agricultural enterprises and households’ subsistence farms, 
respectively. Agricultural enterprises (large and medium) expanded 
pork and poultry production by 16% and 12%, respectively, but 
cattle breeding decreased by 1.4%, which was in line with recent 
trends.  
The share of households’ output in livestock production declined to 
69.4% (77.8% for cows breeding, 50.9% for pigs and 86.4% for 
goats and sheep breeding). A general trend of increasing share of 
agricultural enterprises is observed since 2005. This contributes to 
higher gross output of agricultural sector as agricultural enterprises 
have a higher potential to increase productivity and ensure food 
quality and safety. At the same time, animal husbandry is important 
for rural population as it provides jobs and supports livelihoods of 
rural communities.  
In 2013, milk production grew by 1.1% to 11.5 m t. Agricultural 
enterprises (except for the smallest ones) reported average milk 
yield per cow at 4.9 t (increased by 4.1% as compared to 2012), 
while households’ subsistence farms had yield at 4.5 t (an increase at 
1.3%). Despite high wholesale milk prices throughout the year, the 
number of cows owned by enterprises reduced by 2%.  
Agri-food exports. In 2013, trade surplus in agri-food sector 
reached USD 8.8 bn, which is by 17% lower than in 2012. Overall, 
agri-food exports declined by about 5% (to USD 17 bn) primarily due 
to considerable decline (by 20-30%) of world prices for grains, 
oilseeds and their products in the second half of 2013. Price decline 
was only partially compensated by increased exports volumes of 
these products in the fourth quarter of 2013. Overall, the share of 
agri-food sector in the merchandise exports increased by 1 p.p. to 
27% (in US dollar equivalent). Cereals exports declined by 9% in US 
dollar equivalent regardless the increase in volumevi. Considerable 
growth of exports value was a recorded for oilseeds (16.8%) and 
livestock products (12.8%).  

Agricultural policy: old problems and new initiatives 
In 2013, amendments of the agricultural policy were focused on 
further facilitation of the land reform, particularly, procedures for 
land registration, agricultural land turnover, revision of taxation 
system in agriculture and state support in agriculture.  
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Land issues. Although there were a number of legislative initiatives 
related to the abolition of moratorium on agricultural land turnover, 
it is still in place until 1st of January, 2016vii.  
Former land-possession acts were not issued from the beginning of 
2013viii. Instead, new documents from the State register of rights in 
rem are required in order to register property rights officially. In fact, 
the State land cadastre that contains technical information  about the 
land and the State register of rights in rem with the information 
about the possession and user rights are to a great extent used in 
parallel. Agricultural producers have to receive documents from both 
the State register of rights in rem and State land cadastre, which is 
quite complicated and protracted process. This creates additional 
administrative burden and transaction costs for business. Despite 
many legislative initiatives, there are still some difficulties with data 
transfer and registration procedures.  
Budget outlays. In 2013, fiscal expenditures for agricultural 
programs were executed at 79% of annual target, which decreases 
transparency of the state aid in the sector and hampers investment 
climate. UAH 8.8 bn were spent on agricultural sector (10% lower 
than in 2012), 15% of which on production subsidies  and the rest on 
research, education, administrative costs and a number of state 
programmes, which do not distort the market.  
Fiscal expenditures for agricultural sector for 2014 were initially 
planned at the level of UAH 8.5 bn. However, according to the 
amendments to the State Budget Lawix these expenditures were 
reduced by 20% (see Fiscal policy). At the same time, the 
agricultural sector might benefit from simplification of administrative 
procedures, elimination of corruption and liberalisation of trade with 
the EU. 
Taxation. In 2013, Ministry of Revenues and Duties of Ukraine 
proposed to change the state support system for agriculture. In 
particular, they discussed changes in special VAT regime as well as in 
the fixed agricultural tax (FAT). Several possible reform scenarios 
were discussed, particularly: (і) abolition of the special VAT regime  
and introduction of 7% rate for the VAT for agricultural producers; 
the procedure of the VAT reimbursement for the grain and technical 
crop exporters was planned to be restored, and the FAT taxation was 
supposed to remain effective; (іі) abolition of the FAT and 
introduction of the single tax with 7% ratex.  
However, the Government changed taxation of agricultural sector 
only in March 2014xi. In particular, FAT remained effective but its 
base was broadened. As a result, FAT is expected to increase on 
average from UAH 6 to 19.2 per ha. Minimum land rent was also 
increased. Certain amendments of the current VAT regime for 
operations with grains and technical crops are expected to come into 
force in October, 2014. 
Warehouse receipts for grain. In April, 2013, the Law on the 
Guarantee Fundxii for fulfilling obligations under warehouse receipts 
for grain came into force. Theoretically, establishment of the 
Guarantee Fund might bring a number of advantages for grain 
owners. In particular, improved liquidity of warehouse receipts for 
grain will increase investments, which might reduce the costs of 
credit resources. However, the Law contains many shortcomings 
which should be corrected for effective functioning of the scheme of 
fulfilling obligations under warehouse receipts. 

Energy sector: Temptation by gas price discount 
Natural gas market. In 2013 Ukraine imported 27.9 bn cubic 
meters (bcm) of natural gas or by 15% less than in 2012. 
Remarkably, the volumes of Russian Gasprom’s supplies to the 
Naftogaz dropped to record 12.9 bcm, while Ostchem Holding Ltd 
owned by Dmytro Firtash managed to increase direct imports from 
Russia to equal volume. Simultaneously, Ukraine boosted the reverse 
gas supplies from Western Europe to 2.1 bcm in 2013. Reverse 
supplies illustrated that alternative gas supplies to Ukraine are 
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feasible from both technical and legal point of view. Nevertheless, 
the potential of reverse gas supplies remained highly underutilized as 
Slovakia, which is the main corridor for Western gas supplies in 
Ukraine with maximum capacity of 12 bcm per year, did not open 
this corridor to Ukraine due to strong resistance of Russian Gasprom. 
The weighted-average price of Russian gas for Ukraine in 2013 
decreased by 2.6% only due to stable oil prices in the first half of the 
year. It was on average at USD 417 per thousand cubic meters 
(tcm), which appeared to be too burdensome for energy inefficient 
Ukrainian economy and public finance. On December 17, Ukrainian 
policy makers drifted again to “concessions-for-discounts” policy 
after former President Yanukovich reached an agreement with 
Kremlin, which (amid other provisions) envisaged a steep discount 
on gas price for Ukraine to USD 268.5 per tcm from January 2014 
with reconsideration by every quarter (see Politics).  
In 2013 Ukraine was able to increase domestic gas extraction by 
8.8% to 21.0 bcm. It had happened mainly thanks to drilling 
expansions at the Black Sea shallow water shelf by new floating rigs 
bought a year before (extraction increased by 40.6%) and increase 
of gas production by private companies by 17.7%.xiii  
Unconventional gas. 2013 became a year of breakthrough for 
unconventional gas in Ukraine, which was ranked the 4th in Europe 
after Russia, Poland and France with cumulative reserves of shale 
gas at 3.6 trillion cm.xiv In September the final product sharing 
agreements (PSA) were signed with Shell at Yuzivska field (Eastern 
Ukraine) and Chevron at Oleska field (Western Ukraine). Two PSAs 
for the different parts of the Black Sea shelf with the international oil 
majors (Eni, EdF, Shell and Exxon Mobil) were signed.xv The 
international companies are hoped to boost domestic gas production 
by bringing knowledge and technologies to unconventional gas 
drilling in Ukraine.  
Gas transit. In 2013 Ukraine increased gas transit of Russian gas by 
6.1% to 86.1 bcm. Nevertheless, the share of Ukraine in total 
Russian gas exports to Europe decreased to 53% in 2013. It 
happened after the Nord Stream pipeline that bypasses Ukraine 
reached its full capacity of 55 bcm per year. But there are some 
chances that Ukrainian gas transit may be preserved at the current 
level of 70-80 bcm per year as the EU put much more pressure on 
construction of another alternative Russian pipeline – the South 
Stream – underpinning the international agreements on the pipeline 
constriction between Russia and separate member states as illegal.xvi  
Naftogaz. NJS “Naftogaz” continued to accumulate financial losses 
in 2013. According to international financial reporting standards 
(IFRS), net losses of the company in 2013 grew by 14% to UAH 12.5 
bn. Despite slight growth of transit revenues, the national gas 
monopoly heavily suffered from subsidising the prices for gas and 
heat for residential sector. More than triple difference between gas 
tariffs for industry and residential sector resulted in debts growth of 
district heating companies to NJS Naftogas, which then accumulated 
arrears for consumed Russian gas. The debt of the Naftogaz for 
supplied natural gas reached USD 2.63 bn in 2013. On 14 February 
2014 the Naftogas claimed that it had paid a half of the debt (USD 
1.28 bn) but it still burdens the company’s financials as the total 
company’s deficit in 2013 reached UAH 25 bn and is expected to 
grow in the next year.xvii Given the losses accumulated in the 
previous periods and current debts the total state subsidies for 
supporting the Naftogas (including share capital increases) amounted 
to UAH 24.8 bn in 2013 and expected to hike to UAH 37.1 bn next 
year, according to the Ministry of Finance. Additionally, in January 
and in September 2013 Gazprom demanded for payment of USD 7 
bn for contracted but not purchased gas by Naftogaz under “take-or-
pay” provision of the gas supply contract but Ukraine didn’t recognize 
them. 
Oil market. The oil extraction in Ukraine demonstrated weak 
performance in 2013 and dropped further by 4.5% to 2.16 m t. At 
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the same time, domestic refineries contracted their output by 26.1% 
to 3.4 m tons supressed by high export duties on oil from Customs 
Union and unsuccessful Government efforts to fight smuggling and 
‘grey imports’ of refinery products to Ukraine. As a result, according 
to Energobusiness estimates, the share of imported oil products at 
Ukrainian market reached 75-80% in 2013.  
Coal market. Coal extraction in Ukraine decreased by 2.6% to 83.7 
m t.xviii Financial situation of the state-owned coal mines deteriorated 
further as their cumulative losses increased by UAH 3.2 bn to UAH 
15.2 bn in 2013.xix The state coal mines were extremely inefficient as 
the average costs of extracted coal was UAH 1350 per t compared to 
the average sales price of UAH 493.1 per ton. As a result, direct 
state subsidies to coal mining sector increased from UAH 10.2 bn in 
2012 to UAH 13.3 bn in 2013.xx 
Electricity. On October 24, 2013 the electricity market reform was 
started with the adoption of the law “On the Principles of the 
Electricity Market of Ukraine”.xxi It is planned that the current “pool” 
market model with one buyer will be gradually transformed to the 
competitive market model prior to 1 July, 2017. According to the 
changes, generation and transmission of power (currently managed 
by NEC Ukrenergo) will be unbundled, while new principles of 
electricity trade based upon bilateral contracts mechanism and spot 
“day-ahead” market (including balancing market component) are to 
be introduced. Main critics of this model related to the state 
interference into the electricity market via Guaranteed Buyer 
mechanism and the Cost Imbalance Allocation Fund, which will shift 
the cross-subsidies in sector from consumers to generation (nuclear 
and hydro power plants will subsidise thermal plants and 
renewables).  
In 2013 the electricity exports from Ukraine slightly increased by 
1.2% to 9.9 TWh. In terms of regional breakdown the European 
countries and Moldova increased their electricity imports from 
Ukraine, while supplies to Belarus dropped by 26% to 3.0 TWh. The 
main exporters of Ukrainian electricity were DTEK Skhidenergo and 
DTEK Power Trade. As it was the case in the two previous years, the 
DTEK in 2013 again obtained a monopoly right to export electricity to 
European countries. 
Renewables. In 2013 renewables in Ukraine continued rapid 
development. The total installed capacities of renewable generation 
hiked by 55% to 1GW thanks to massive additions in wind and solar 
energy.xxii Electricity generation from renewables increased by 78% 
to 1.4 TWh that equals to 0.7% of total power production in the 
country.xxiii Remarkably that the legal hurdles with granting the 
green tariffs to bioenergy were finally resolved in 2013 and resulted 
in new additions of biomass and biogas capacities. This is expected 
to contribute to utilisation of high potential of bioenergy in the 
forthcoming years. 
Development of renewables also had the important implications for 
employment. According to the Alternative Fuels Association of 
Ukraine, it secured about 15 thousands of new workplaces and it is 
expected that this number might be increased by 4-5 times in the 
next 2-3 years.xxiv 

Transport: Decline continues 
Market trends. In 2013, the situation in transport sector of Ukraine 
continued to worsen due to economic slowdown and lower gas 
transit. At the same time, freight turnover contracted by 3.9%. 
In 2013, private rail carriers increased their share of the freight 
market by 17 p.p. to 48% due to growth of the number of wagons by 
46% yoy. 
The overall passenger traffic decreased by 2.9% yoy (measured in 
passenger-kilometres). Air transport passenger traffic fell the most 
among all means of transport (by 12.8%) due to bankruptcy of 
Aerosvit in December 2012. And since many long-distance routes of 
Aerosvit were not covered by Ukrainian air carriers in 2013, the 
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average distance per one passenger fell which effected air passenger 
turnover. At the same time, transportation by automobile fell by 
2.4%. Only subway transport did not experience a decline.  
Tariffs. In 2013, the Ministry of Infrastructure raised rail freight 
rates in three stages: by 4% in June, by 3% in July and by 2.8% in 
October.xxv The average freight rates increased by 5.6% in 2013.xxvi 
The Ministry of Infrastructure increased base rail fares for passenger 
traveling in standard compartment carriages by 10% in July and by 
10% in October.xxvii Resulting tariffs are still lower than cost-covering 
level. In particular, in 2013, the losses of the railway monopolist 
Ukrzaliznytsia (UZ) from passenger traffic were estimated at UAH 6.7 
bn (UAH 6.9 bn in 2012).xxviii The losses were fully covered by profit 
from freight services. Therefore, the cross subsidisation in the sector 
remained high. 
Transportation policy. In 2013, the planned reform in railways 
sector was terminated as the Government failed to adopt a 
regulation that would reorganize the UZ into a public joint stock 
company. The new law on railway transportation also was not 
adopted. Therefore, the Government did not follow its own agenda 
according to which the Ministry of Infrastructure was supposed to 
split public administration and commercial functions of the UZ. The 
shift to transparent financing from 2014 was also not ensured. As a 
result, the Government still has to continue legislative work. 
In 2013, the law “On Seaports of Ukraine” came into force.xxix The 
main changes include separation of regulatory and commercial 
functions in seaports, creation of the Administration of Sea Ports of 
Ukraine, possibility of privatization and concessions of seaports, and 
price liberalization. The Cabinet of Ministers approved the “Strategy 
of Seaports Development until 2038”.xxx Each sea port in December 
2013 submitted development plans that cover dredging, 
development of maritime infrastructure of terminals including road 
and rail infrastructure, attraction of investments and other issues. In 
2013, the Seaport Administration formed the Register of Seaports. 
The Register contains information on piers and marine terminals, 
services provided, type and group of cargo handled in the port and 
other information. Access to the Register is open and free of charge. 
Forming of such a register will increase transparency in the sector.  
Infrastructure projects. In 2013, the Ukravtodor, the state road 
agency of Ukraine, built and repaired 626 km of roads which is 61% 
less than in 2012. Most of road reconstruction was financed at the 
expense of funds provided by international financial institutions.  
In August, the International Bank for Reconstruction and 
Development (IBRD) signed a loan agreement with the Ukravtodor to 
finance the project on improvement of condition and quality of 
sections of the M-03 road (Kyiv-Kharkiv-Dovzhanskyi) and road 
safety enhancement in Ukraine. The total amount of the loan was 
USD 850 m. The loan was provided in two instalments of USD 400 m 
and USD 450 mxxxi but the works were performed with a delay from 
schedule and the road section was not opened in 2013. 

Telecommunications: Number portability still not 
introduced 
Legislation. In April 2013, the National Commission for the State 
Regulation of Communications and Informatisation (NCCIR) approved 
the procedure of subscriber’s number portability between mobile 
operators.xxxii Portability of subscriber numbers of landline phone 
networks might be performed within the same numbering area. The 
regulation for the mobile networks was supposed to become effective 
on Dec 20, 2013 and for landline phone networks on Jan 1, 2015 
under the condition of technical readiness of commutation stations. 
However, introduction of the procedure for mobile networks was later 
postponed until July 1, 2014. Centralized technical administration of 
personal numbers and portable subscriber numbers is to be 
conducted by the consortium of state and private enterprises 
“Ukrainian Support Centre for Numbers and Addresses” which was 
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supposed to introduce the centralized database for personal and 
subscriber numbers by October 20, 2013 but failed to do so. 
In December, the NCCIR defined quality indicators for fixed, mobile 
telephony and Internet access services subject to mandatory 
disclosure by telecommunications operators to be introduced in 
2015.xxxiii This measure is expected to result in higher transparency 
of the telecom sector. 
Market trends. According to the Ukrstat, the number of mobile 
phone subscribers in 2013 increased by 5.2% to 62.5 m subscribers 
or 137.3 per 100 inhabitants.xxxiv The mobile phone penetration rate 
is not uniform across regions and is less than 100% in two regions: 
Khmelnytska (92.5%) and Ternopilska (95.4%). At the same time, 
the number of fixed phone subscribers further declined by 4.9% to 
25.1 subscribers per 100 inhabitants due to the loss of competition. 
The Ukrtelecom remained the monopolistic provider of fixed phone 
services with 74% share of the market.  
Three main operators at the mobile telephone market are Kyivstar, 
MTS Ukraine and Astelit. 
In 2013, there were 5.7 m Internet subscribersxxxv and 7.2 m 
subscribers of fixed broadband Internet access (11% corporate 
clients)xxxvi. The penetration rate at the household broadband 
Internet market was 37.5% in 2013. The Ukrtelecom was the biggest 
provider of fixed broadband Internet with 1.6 m subscribers, Kyivstar 
was the second (693,000 subscribers) and Volya was the third 
largest provider (550,000).xxxvii  
Marginal tariffs. According to the NCCIR despite the increase in 
tariffs in 2012 the local phone services remained lossmaking 
especially in rural areas, where they covered only 50% of the costs. 
As a result, in 2013, the NCCIR further raised marginal tariffs in two 
stages: from May 1 and from November 1.xxxviii At the first stage, the 
tariff in cities increased by 7%, tariff in rural areas was increased by 
10% and by additional 15% at the second stage. Although this move 
will improve the financial situation on the fixed line market, it will 
hardly solve the profitability problem.  

Utilities: The NCPU failed to introduce incentive 
regulation 
Legislation. In 2013, the National Regulatory Commission for Public 
Utility Markets of Ukraine (NCPU) approved legislative acts aimed at 
introduction of incentive regulation in utilities sectorxxxix which would 
lead to improvement of financial situation of heating, water supply 
and sewerage companies and encourage them to decrease costs. 
However, the introduction of incentive regulation was postponed 
because utility tariffs were not raised to economically justified levels. 
In 2013, the NCPU modified licensing conditions for providing water 
supply and sewerage services. Under new criteria water supply and 
sewerage services companies in towns with population larger than 
30,000 inhabitants now are only subject to the NCPU regulation. 
Before, they were also licensed by regional authorities. 
The NCPU started creating the registry of companies that provide 
waste management services. In particular, according to regional 
administrations there were 3686 waste disposal sites in Ukraine; 
while according to the Ukrstat data there were 1438 companies 
providing waste management services and 6700 waste disposal sites. 
Such a discrepancy shows a high need for accountability in this 
sphere. 
International projects. In June 2013, the NCPU finished its 
participation in the USAID technical aid project “Municipal heating 
reform in Ukraine”.xl The result of the project was the development of 
new tariff setting methodology on principles of incentive regulation 
and a plan for gradual increase of tariffs to economically justified 
levels. 
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Balance of Payments: Consolidated balance of payment 
was positive 
In 2013, the NBU international reserves dropped as balance of 
payments surplus of USD 2.0 bn was insufficient to cover repayment 
of debt to the IMF. Under new methodology introduced by the NBU in 
2014xli current and capital account deficit at USD 16.5 bn (9.0% of 
GDP) was lower than USD 18.8 bn (10.3% of GDP) financing raised 
through financial accountxlii.  
Сurrent account. Current account deficit widened to 9.0% of GDP in 
2013 from 8.1% of GDP in 2012 due to lower services surplus and 
higher net investment income payments to nonresidents (interest on 
external debt and equity in profits distributions). A surplus in trade in 
services dropped to USD 6.2 bn from USD 7.5 bn as services imports 
grew by 11%, while exports increased by 2%. Imports of services 
grew in response to higher spending on travel as well as increased 
royalty payments (often used to evade capital controls). Services 
exports grew slightly as increased exports of IT services offset lower 
revenues from transport services. Merchandise trade deficit remained 
at USD 21.8 bn (see Merchandise trade).xliii 
Net outflow of investment income payments surged to USD 9.8 bn in 
2013 from USD 8.5 bn in 2012 in response to higher implied interest 
rate and increase in external liabilities. This was offset by 
remittances and income of freelance workers from non-residents that 
increased to USD 9.7 bn in 2013 from USD 8.4 bn in 2012 in 
response to higher transfers from Russia and other non-EU countries.  
Financial account. Financial account deficit (i.e. net foreign capital 
inflows in Ukraine) reached USD 18.8 bn or 10.3% of GDP in 2013. 
Net acquisition of external assets turned negative at USD 0.8 bn in 
2013 from USD 10.3 bn increase in 2012. Increase in cash foreign 
currency outside banking sector dropped sharply to USD 2.7 bn. This 
happened as households preferred to invest more of their savings in 
bank deposits and shadow economy did not need extra funds due to 
recession. Besides, foreign assets of Ukrainian banks dropped by 
USD 3.3 bn. 
Net incurrence of liabilities dropped by USD 1.1 bn to USD 17.9 bn as 
net FDI inflows plummeted and borrowing of real sector dropped 
sharply. This reflected limited access of nonfinancial corporations to 
external funding in the second half of 2013 as appetite for risk 
decreased and Ukraine’s credit rating worsened.  
The Government and banks made use of the “windows of 
opportunity” in the first half of the year to issue Eurobonds. This 
allowed banks to increase external liabilities by USD 0.7 bn after 
several years of net debt repayments. The Government also stroke 
deal with Russia that allowed it to invest USD 3 bn in Ukrainian 
Eurobonds in December (see Politics). Overall government net 
borrowing reached USD 4.8 bn. At the same time, increase in unpaid 
bills for Russian gas by the Naftogaz (see Energy sector) and other 
imports on credit led to growth of trade loans to Ukrainian importers 
by USD 4.6 bn.  
FDI. According to the NBU, FDI inflows in Ukraine in 2013 dropped 
to USD 3.8 bn from USD 7.8 bn in 2012. Continued recession in 
Ukraine and unattractive business climate limited FDI inflows. 
Besides, FDI in 2012 were supported by Euro-2012 inflows from 
offshore subsidiaries of Ukrainian business groups. FDI in 2013 were 
directed in retail trade and manufacturing. At the same time, FDI 
stock in financial sector remained the largest despite decline in 
market share of foreign banks in Ukraine (see Financial markets). 
Cyprus remained the main source of FDI to Ukraine and was the only 
country with significant increase in FDI stock over the last few years. 
FDI from the Netherlands and Russia also increased in 2013. It 
should be noted that over last years Ukrainian business groups 
established subsidiaries not only in Cyprus, which is the largest 
“investor” in Ukraine, but also in the UK, the Netherlands and 
Austria. Thus, growing FDI from these countries may reflect return of 
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Commodity trade structure between January 
and December, 2013 
  Exports  Imports  

  USD m 
% 

yoy USD m % yoy 
Total 63312 -8 76964 -9.1 
I - Live animals, 
animal products 1084 12.8 1892 10.1 

II - Vegetable 
products 8876 -3.7 2670 9.9 

III - Animal or 
vegetable fats 
and oils and 
their cleavage 

3507 -16.7 403 -0.7 

IV - Prepared 
foodstuffs 3557 1.8 3219 8.5 

V - Mineral 
products 7495 -2 22362 -18.8 

VI - Products of 
the chemical or 
allied industries 

4327 -14.5 8435 -1.8 

VII - Plastics, 
rubber and 
articles thereof 

788 -21.2 4593 2.8 

VIII - Leathers, 
skins and 
articles thereof 

149 9.8 257 4.1 

IX - Wood and 
articles thereof 1144 7.9 416 12.6 

X - Pulp, paper, 
paperboard and 
articles thereof 

1247 10.1 1902 4.9 

XI - Textile and 
textile articles 811 3.5 2435 -5 

XII - Footwear, 
headgear, 
umbrellas 

199 13 795 0.2 

XIII - Articles of 
stone, plaster, 
cement, 
asbestos, glass 

583 0.1 1141 3.1 

XIV - Precious 
and semi-
precious stones 
and metals 

118 -15.3 690 39.9 

XV - Base 
metals and 
articles of base 
metal 

17571 -7 5003 -4.5 

XVI - Machinery 
and mechanical 
appliances, 
electrical 
equipment 

6975 -0.7 12470 -5.4 

XVII - Vehicles, 
aircraft, vessels 
and associated 
transport 
equipment 

3344 -43.9 5901 -26.8 

XVIII - 
Instruments 
and apparatus 

296 -0.1 1094 -10.2 

XX - 
Miscellaneous 
manufactured 
articles 

661 8.5 892 -12.1 

XXI - Works of 
art, collectors' 
pieces and 
antiques 

1 84.3 23 187.8 

Goods 
purchased at 
ports 

26 -13.2 294 -21.4 

Other 553 40.3 75 37.9 
Source: Ukstat 

capital outflows as FDI.  

Merchandise Trade: Reduced foreign trade deficit in 
2013  
According to the Ukrstat, merchandise trade deficit declined by USD 
2.2 bn to USD 13.7 bn in 2013 due to larger drop in imports than in 
exports. 
Merchandise exports.In 2013,merchandise exports declined by 8% 
in dollar terms due to weak external demand for most products. 
Exports of products of the Section II "Vegetable products" and the 
Section III "Animal or vegetable fats and oils and their cleavage" 
decreased by 3.7% and 16.7%, respectively, due to significant 
reduction of world prices for cereals, oilseeds and their products 
during the second half of 2013. 
Decline in exports of chemicals (Section VI) at 14.5 % is explained 
by lower supply of fertilisers due to increased competitiveness. In 
particular, world prices for fertilisers declined due to rapid increase of 
comparatively cheaper supplies by Chinese carbamide. As a result, 
Ukrainian companies reduced or some of them stopped production of 
fertilisers in 2013xliv. 
Exports of vehicles, aircraft, vessels and associated transport 
equipment(Section XVII) decreased by 43.9 % largely due to 
reduced exports of railway locomotives after the suspension of 
supplies to Russia. 
Exports of metal products (Section XV) declined further (by 
7%)primarily due to decline in demand in the Middle East. However, 
share of this exports increased by 0.3 p.p. to 27.8%. 
The highest volumes of exports growth (by 12.8%) were observed in 
2013 on live animals and animal products of the Section I. This was 
due to opening of new markets for Ukrainian products. Overall, the 
share of agricultural products (Sections I-IV) increased by 0.8 p.p. to 
26.8% of total merchandise exports in 2013. 
Merchandise imports. In 2013, merchandise imports decreased by 
9.1% to USD 77 bn. The major contributor to imports decline was 
imports of mineral products (Section V), which contracted by 18.8%. 
As a result, the share of mineral products decreased by 3.4 p.p. to 
29.1% in total merchandise imports primarily due to lower purchases 
of natural gas (by 17.7%) (see Energy sector) and smaller imports of 
crude oil (by 49 %). 
The largest increase in imports in dollar terms was observed for 
prepared foodstuffs (Section IV) by8.5% due to a significant increase 
in the imports of alcoholic and non-alcoholic beverages and vinegar. 
Higher imports volumes of these products can be explained by 
increase in demand in Ukraine for imported alcoholic beverages from 
lower price segment. 
Trading partners. The CIS and the EU remained Ukraine’s major 
trading partners. At the same time, trade volumes (exports plus 
imports) increased for trade with the EU, and declined for trade the 
CIS countries. 
Overall, the share of exports to CIS countries declined by 2.2 p.p. to 
34.8% of total exports, while share of imports from the CIS declined 
by 4.7 p.p. to36.3%. The share of exports to the EU reached 26.5%, 
while the share of imports from the EU was at 35.1%.  
Russia remained the largest trading partner of Ukraine (23.8 % of 
exports and 30.2 % of imports). Merchandise trade deficit with 
Russia at USD 8.2 bn is similar to previous years and is primarily 
explained by energy imports.  
Germany, Poland and Italy are among largest European trade 
partners of Ukraine. Poland and Italy are the biggest importers of 
Ukrainian goods (4.0 and 3.7% of the exports, respectively), while 
Germany, Poland and Italy are the biggest importers to Ukraine 
(8.8%, 5.3% and 2.7% of the imports, respectively). 



  INSTITUTE FOR ECONOMIC RESEARCH AND POLICY CONSULTING                                                            YEAR 2013 SUMMARY 
 

 
15

Migration: Little progress towards EU visa liberalization 
for Ukraine 
Regulation. In 2013, Ukraine slowed down the implementation of 
the EU-Ukraine Visa Liberalisation Action Plan (VLAP), which was 
initiatedin 2010. During the year the Parliament adopted only a few 
laws required by the Plan, including anti-corruption laws and 
amendments to the law on data protection. That was a contrast to 
2012, when a number of laws were passed.xlvAs a result, Ukraine 
failed to complete the first phase of the VLAP (legislative and 
planning changes). In November, the European Commission 
identified four requirements to be met for the first phase to be 
completed. Ukraine should approve laws and regulations aimed at 
(1) fighting corruption (includingdisclosure of assets by public 
officialsand changes in the public procurement system), (2) 
eliminating discrimination on the labour market, (3) enhancing 
protection of asylum seekers, and (4) clarifying the use of 
fingerprints as a mandatory biometric feature for passports.xlvi The 
goal of the VLAP is to ensure conditions that allow the EU to lift the 
short-stay visa obligations for Ukrainians. Besides, Ukraine has not 
completed the preparation of the demographic registry. The issue of 
biometric passports was also not started. Therefore, the visa 
liberalisation was delayed.  
In 2013 there were also no significant changes in the areas of 
migration regulation that were beyond the scope of the VLAP. In 
April, the Parliament passed a law that facilitated participation of 
Ukrainian labour migrants in the state pension insurance system on 
the voluntary basis.xlviiIn addition, two bills on external labour 
migration were drafted and discussed, but neither was submitted to 
the Parliament. 
Migration flows. According to the Ukrstat, in 2013 the officially 
recorded number of migrants from Ukraine increased for the first 
time since 1995 (22,200 in comparison to 14,500 in 2012). At the 
same time, the number of migrants coming to Ukraine decreased (to 
54,100 from 76,400 in 2012). As a result, in 2013 the net inflow of 
migrants into Ukraine fell to 32,000 from 61,900 in 2012. Those 
trends may be attributed to deteriorating economic conditions in 
Ukraine. As in the previous year, the net inflow of migrants was 
positive almost for all regions except for Zakarpattia oblast. Most of 
immigrants settled in Kyiv, Crimea, and in major industrial regions 
(Dnipropetrovsk, Donetsk, Kharkiv, Luhansk, Odesa), which were 
also the main sending regions. 

Wages and income: Disposable income growth 
decelerated 
Difficult financial situation of companies and high fiscal pressure 
resulted in the slowdown of disposable income growth, which grew 
by 5.0% in nominal terms and 5.3% in real terms. 
Wage income increased by 4.0% in nominal terms, while average 
wage increased by 7.9%. This discrepancy in growth rates might be 
associated with slower increase of wages in informal economy as well 
as decrease in hours worked in formal sector in effort to limit lay-offs 
(see Labour market). Wage growth was partly explained by increase 
in minimum wage by 4.9% on average in 2013. The highest wage 
growth at 12.1% was reported by agriculture due to increased 
revenues (see Agricultural output and trade). However, average 
wage in the sector remained the lowest in economy (by 28.4% lower 
than average wage). Growing retail sales and increased competition 
led wages in trade to increase by 11.3%. Wages in industry also 
grew more than on average (by 8.2%), which might be explained by 
minimum wage increase and higher labour productivity. Wages in 
state administration grew by 8.4% and were by 13.4% higher than 
average. At the same time, wages in health care and education 
increased gap from average level (by 26.8% and 17.3%, 
respectively). Financial and insurance companies increased wage by 
only 4.4% due to challenges they faced throughout the year (see 
Financial markets). Regional discrepancies in wage payments 
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remained as only five regions (namely Donetska, Dnipropetrovska, 
Kyivska, Luhanska oblasts and city of Kyiv) paid wages higher than 
average. Still, wage income remained the major source of household 
income with a share of 41.4%.  
Income from social assistance and current transfers grew by 6.0% 
primarily due to increase in subsistence minimum (see Social 
standards). Higher income from interest rate on deposits supported 
growth of property income by 3.3%. At the same time, good harvest 
was likely the reason for increase in income from entrepreneurs’ 
activity and subsidiary farming by 7.9%.  

Labour market: Unemployment rate declines despite 
recession 
Unemployment rate. Labour market in 2013 remained relatively 
strong against the background of economic stagnation. 
Unemployment rate (ILO methodology) still declined to 7.2% of 
economically active population of age between 15-70 years from 
7.5% in 2012. This may be explained by reluctance to conduct lay-
offs, decrease in labour supply and possibly to shift in employment to 
more labour-intensive sectors or to self-employment. 
Unemployment rate remained higher for men than for women (8.0% 
and 6.2%, respectively) as well as for rural than for urban (7.3% and 
7.1%, respectively).  
Part-time and reduced employment. Many companies resorted to 
part-time and reduced employment hours to contain labour cost in 
response to financial difficulties. In particular, the share of 
employees working reduced hours increased to 7.9% in 2013. In 
particular, in industry there were 14.2% of employees had short 
week, while other 2.3% were on the unpaid temporary leave. Over 
quarter of employees in construction faced cutbacks in working time. 
Companies again used shorter workweek and unpaid leave to avoid 
high costs of lay-offs and recruiting new employees during recovery. 
Similar approach was used during economic crisis of 2009.  

Fiscal Policy: Fiscal position significantly weakened  
Budget process 2013. The State Budget Law for 2013 was 
approved in December 2012xlviii. It was based on optimistic 
macroeconomic assumptions with real GDP growth and consumer 
inflation rate at 3.4% and 4.8%, respectively. Сentral fiscal revenues 
and expenditures were planned at UAH 363 bn and UAH 412 bn, 
which were by 4.9% and 4.2% higher than in 2012. Planned central 
fiscal deficit excluding deficits of the Naftogaz defined at 3.2% of 
GDP (UAH 50.5 bn).  
In July, the State Budget Law for 2013 was amendedxlix. In 
particular, state support of coalmining companies was increased (see 
Energy sector). Besides, the Government allowed using promissory 
notes for VAT refunds and covering payment arrears. The notes were 
envisaged with five-year maturity at 5% p.a. Such decision was 
explained by large fiscal gap. However, if used this instrument would 
reduce companies’ liquidity and fiscal transparency. Later, in 
October, budget arrears to utility companies were officially allowed to 
be redeemed via promissory notes. However, the Government did 
not use promissory notes in 2013. 
The most significant amendments to the Law on State Budget of 
Ukraine for 2013 were made in December due to high under-
execution of major fiscal parameters. In particular, planed central 
fiscal revenues were revised downwards by UAH 19.4 bn to UAH 351 
bn primarily due to lower than initially planned collections from VAT 
on domestic goods and rental fee for the transportation of natural 
gas. At the same time, the planned deficit was increased to UAH 70 
bn  (see State debt). Thus, the Government refused to conduct fiscal 
consolidation increasing further fiscal sustainability concerns. 
Execution of the Budget. Major fiscal indicators were significantly 
under-executed in 2013 due to overoptimistic targets as well as 
economic slowdown. Central fiscal revenues reached only 94.2% of 
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the revised in December plan (or 93.5% of initial plan).l In particular, 
EPT collections were lower than planned by 6.2% despite persistent 
advance tax paymentsli. It was primarily due to lower than expected 
profits. Slower than officially forecasted growth of consumption and 
decline in imports against the background of vague increase in VAT 
refund resulted in under-execution of VAT revenues by 5.5%. At the 
same time, VAT refund arrears remained close to 2012 levels, while 
the share of automatic refund of this tax decreasedlii.  
At the same time, non-tax collections were also lower than planned. 
Larger transfer of the NBU profits and the loan received by the State 
Road Agency (Ukravtodor)liii were not sufficient to ensure execution 
of non-tax collections. Overall, central fiscal revenues dropped by 
2.0% (to UAH 339 bn). 
Due to lack of sufficient financing central fiscal expenditures were by 
6.8% lower than planned, even though they grew by 2.0% to UAH 
403 bn. Expenditures on interest payments grew by 23.0% and 
accounted for 7.9% of total expenditures (as compared to 6.5% in 
2012) due to larger debt stock and higher weighted average yields 
(see State Debt). At the same time, social protection spending 
augmented by 17.7% (see Social policy). Social spending were 
financed almost in full (at 99.1% of the plan), even though there 
were delays in social assistance payments. At the same time, capital 
expenditures were under-executed by 39.7% of the target and were 
by 39.5% lower than in 2012. It resulted in further deterioration of 
the infrastructure sectors with negative implications for economic 
growth.  
Central fiscal deficit  was by 14.3% lower than planned due to lack of 
sufficient financing. It was still by 21.2% higher than in 2012. The 
deficit was primarily financed at the expense of placement of 
domestic government bonds denominated both in UAH and USD (see 
‘State debt’). At the same time, overall deficit including the deficit of 
the Naftogaz and banks recapitalisation increased as well and 
reached 6.3% of GDP. 
Overall, in 2013 the Government was not able to finance all its 
liabilities in time and in full. Fiscal sustainability raised more concerns 
in the end of 2013 due to widening fiscal gap. 
Tax policy. In 2013, the State Tax Service and the State Customs 
Service were united into single Ministry of Revenues and Duties. The 
introduction of such single central executive body for tax and 
customs administration complies with the trend in OECD countries, 
but it should have been made a single agency subordinated to the 
Ministry of Finance. The creation of a single body, though, created 
some inconveniences for the business. 
EPT tax rate was further reduced (from 21% in 2012 to 19% in 
2013) to reduce profits minimisation. At the same time, more tax 
privileges were granted to selected sectors and investment projects 
in priority sectors.liv Their efficiency remained low as eligible for 
privileges projects were often arbitrary defined by the Cabinet of 
Ministers. At the same time, obligatory monthly advance EPT 
payments for enterprises with an annual turnover exceeding UAH   
10 m were introduced from the beginning of the year.lv However, 
companies were de facto refused the right for loss-carry-forward 
from previous years. As a result, advanced EPT payments grew by 
UAH 4.1 bn in 2013.  
The Government also made amendments into tax legislation in 2013 
to ensure higher revenues. One of the key important changes was 
the introduction of transfer pricing rules from September 1, 2013lvi. 
The respective law was based on the OECD Guidelines. The 
regulation is aimed at fighting with tax avoidance by withdrawal of 
capital from Ukraine using export prices understatement or import 
prices overstatement. Tax authorities received a right to control 
transaction of more than UAH 50 m per year with one contractor. 
The regulation applies either to related parties or parties with 
residents of all countries where the EPT (corporate tax) rate is by 
more than 5 p.p. lower than in Ukraine (for 2013– lower than 14%). 
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Introduction of new transfer pricing control was expected to generate 
more fiscal revenues. However, the Law also introduced privileges for 
companies, which were supposed to bring additional fiscal 
revenues.lvii The regulation also differs from its European 
counterparts as the requirements of the law are more stringent, it 
applies to a wider range of businesses and operations and provides 
tougher penalties. As a result, the impact of the law on fiscal 
revenues remained limited.  
Several new taxes were introduced to raise budget revenues. First, 
long-awaited property tax was finally launched in 2013. However, it 
was imposed only on companies. Special exemption from the tax, 
granted to individuals for 2013 in order to complete technical works 
on the taxpayers’ registry, was not prolonged for 2014. Second, the 
recycling fee for vehicles was introduced from September 1, 2013.lviii 
The fee was imposed on importers of all types of vehicles during 
customs clearance, and on manufacturers-during the sale (except for 
those with a complete production cycle).lix However, this tax novelty 
provided different tax treatment of importers and domestic 
manufacturers, which violated the WTO principle of national 
treatment.lx Third, the Government imposed special excise tax on 
sale or other disposal of securities from January 1, 2013, which was 
cancelled in the end of year.lxi  
In 2013 the Convention between Ukraine and Cyprus on avoidance of 
double taxation was finally ratified; however, it did not come into 
force last year. The Convention is based on the typical OECD Model 
Convention. It envisages new tax rates of withholding tax (from 2% 
to 15% depending of type of revenue) instead of the previous zero 
rates applied by Ukraine to Ukrainian-source income of residents of 
Cypruslxii. 
Revenue shortage under continued economic stagnation forced the 
Government to postpone reduction of VAT rate since 2014.lxiii At the 
same time, EPT rate was reduced only to 18%, while further 
reduction to 16% was initially postponed until 2016.lxiv At the same 
time, excise tax rates on alcohols and cigarettes as well as on 
logging wood were increasedlxv.  
At the same time, the business was favoured by further development 
of electronic tax reporting and the simplification of the registration 
procedures for VAT effective from January 1, 2014lxvi. Disclosure of 
temporary and permanent tax differences in financial statements 
became a taxpayer’s right rather than an obligation.  
Approval of the Budget 2014. The State Budget Law for 2014 was 
not approved in 2013 due to high economic and political uncertainty. 
The Verkhovna Rada approved the State Budget Law for 2014 only 
on January 16, 2014 lxvii. Fiscal parameters of the Budget 2014 were 
again based on optimistic macroeconomic forecast with real GDP 
growth at 3.0%. The Government postponed fiscal consolidation, 
which further increased fiscal sustainability risks. 
As a result, new Government had to sequester the budget in March 
to make fiscal parameters more realistic. It also introduced some 
fiscal consolidation measures.lxviii  

Social policy: Social standards were increased further  
Social standards and minimum wage. In 2013 subsistence 
minimum was increased twice: in January and in December. 
Subsistence minimum for all groups was higher by 7.4% yoy in 
December. As a result, minimum wage and minimum pension were 
increased by the same magnitude by the end of the year. At the 
same time, they grew by 4.9% and 6.6% on average in 2013, 
respectively (reflecting different increases in 2012). 
The increase in subsistence minimum resulted in higher social 
assistance payments. In particular, low-income family allowances 
and childbirth grants were increased accordingly.  
Pension system: The sustainability of the Pension Fund raised 
concerns in 2013, although the Fund’s deficit reduced. Besides, the 
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Fund’s deficit was primarily financed by special fiscal transfer of UAH 
21.8 bn, while off-budget Treasury loanslxix declined from near UAH 
12 bn in 2012 to near UAH 2 bn in 2013. Off-budget loans reduced 
as the Government did not have balances on Treasury account 
necessary to fund these loans (see Fiscal policy). Besides, the fiscal 
transfer for special pensions and to increase pensions to the 
minimum level was increased by UAH 24.8 bn to UAH 61.5 bn.  
Own revenues of the Pension Fund (mostly pension contributions) 
grew by 5.6% to UAH 167 bn due to slow increase in gross wage bill. 
Pension contributions accounted for 67% of Fund’s revenues as 
compared with 71% in 2012.  
At the same time, receipts from pension contributions fell short to 
finance Fund’s expenditures especially in the end of the year. As a 
result, in the last quarter of 2013 there were delays in pension 
payments. This pushed the Government to allow the Pension Fund to 
attract bank loans for liquidity management purposes. 
Average pension throughout 2013 grew by near 4%. It equalled to 
UAH 1526 as of January 1, 2014, which is by 61% higher than 
minimum pension. 

State debt: State debt remains on the upward trend 
In 2013 total state debt (direct and guaranteed) grew by 13.4% to 
UAH 584 bn despite significant debt repayments. It increased in 
relation to GDP to 40.2%.lxx The share of external debt declined by 
51.4% from 60.0% in 2012 due to low access to international capital 
markets. At the same time, domestic and external state debt 
denominated in foreign currency increased (by 1.9 p.p. to 59.8%), 
which increased exchange rate risks and made fiscal situation more 
vulnerable to depreciation of hryvnia. 
Domestic borrowings. State domestic bonds outstanding increased 
by 33.3% yoy as of the end of December 2013 to UAH 248 bn.lxxi The 
NBU holdings of the state domestic bonds (OVDP) increased by 2.6 
p.p. to 59.4% of total state domestic bonds outstanding, while the 
share of banks dropped by 4.7 p.p. to 30.8% in favour of non-
residents.  
The demand for the bonds was mostly concentrated on long term 
papers (five and over-five year bonds), which accounted for 81.6% 
of total placement. However, in November and December the 
Government placed the bonds with very short maturity of 8, 9 and 
21 days to cover liquidity gaps in the short-run (see Fiscal policy). 
The weighted-average yields increased insignificantly (from 12.9% 
p.a. in 2012 to 13.1% p.a. in 2013).  
The share of state domestic bonds denominated in foreign currency 
(USD- and EUR-denominated bonds) accounted for near 40% of the 
total bonds placed in 2013. The Government placed bonds at USD 
5.3 bn and EUR 112.3 m, which is almost twice higher compared to 
previous year.  
In 2013 the Government further increased statutory capital of state 
enterprises and banks. In particular, the Government issued special 
state domestic bonds for recapitalization of the NJSC Naftogaz at 
UAH 8.0 bn in the first quarter of 2013 and the Oschadbank at UAH 
1.4 bn in December. Besides, the Agrarian Fund was recapitalised by 
additional UAH 5 bn in September. 
External borrowings. External borrowings augmented by 20.5% 
yoy in 2013.  
In the first four months of 2013 the Ministry of Finance successfully 
placed two issues of Eurobonds due to favourable situation on 
international capital market partially explained by expected 
agreement with the IMF . In particular, the Government placed USD 
1 bn of ten-year Eurobonds at 7.8% p.a. in February, and USD 1.25 
bn of Eurobonds at 7.5% p.a. in April.  
However, lack of political will to conduct reforms, difficult political 
and economic situation in Ukraine closed the access to the 
international capital market for the Government in the rest of 2013. 

Subsistence minimum, UAH 
 

 2012 2013 
 Jan. Dec. Jan. Dec. 

General 
level 1017 1095 1108 1176 
In 
particular:     

For 
children 
less than 
6 years 
old 

893 961 972 1032 

For 
children of 
6-18 years 
old 

1112 1197 1210 1286 

For 
working 
able 
individuals
* 

1073 1134 1147 1218 

For 
individuals 
that lost 
ability to 
work** 

822 884 894 949 

Note: * minimum wage  
** minimum pension  
Source: the State Budget Law for 2012, the State 
Budget Law for 2013 
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Between September and December major world credit agencies 
downgraded Ukraine’s sovereign credit rating for several times, 
which resulted in sell-off in Ukrainian bonds as yields exceeded 10% 
p.a. for all maturities. Spread ‘EMBI+Ukraine’ significantly exceeded 
internationally recognized safety level (600 b.p.). 
At the same time, the Government received support from Russia. In 
particular, in September it received USD 750 m of syndicated two-
year loan at 6.5% (from Russian banks). In December, the Ministry 
of Finance sold directly two-year Eurobonds at USD 3 bn to Russia, 
which was a result of negotiations between Ukrainian President and 
his Russian counterpart. It helped the Government to fulfil its 
obligations on debt servicing. 
Summing up, the Government timely served  its debt and partially 
covered fiscal gap, even though default risks increased substantially. 
As a result, debt sustainability decreased over the year, which again 
required fiscal consolidation measures.  
The Debt Management Strategy. In April the Cabinet of Ministers 
approved the Medium-Term Government Debt Management Strategy 
for 2013-2015lxxii, replacing the previous similar document for 2012-
2014.  According to The Strategy, targets for several debt indicators 
were substantially revised. In particular, the target of direct state 
debt relative to GDP for three years were increased to 30.6%, 30.9% 
and 31.0% respectively (from 25.0% before). Besides, the average 
debt maturity was planned to be increased by 1 year (to 5.1, 5.3 and 
5.4 years in 2013-2015 respectively). New targets seem more 
realistic as compared to previous version. However, they had not 
been achieved in 2013 (as actual figures amounted to 33.3% and 4.7 
years respectively).  

Privatisation: The pace of privatisation slowed down 
In 2013 privatisation receipts totalled only UAH 1.48 bn. It accounted 
for only 13.6% of the initial annual target, which was revised 
downwards in December by 9.4 billion USD to UAH1.4 bnlxxiii.  
The State Property Fund of Ukraine (SPFU) continued privatisation in 
energy sector. In particular, the largest share of privatisation 
receipts was received from sale of 60.8% stake of Donbasenergo at 
UAH 718.9 m to the “Energoinvest Holding”. Besides, 75% of 
"Volynoblenergo” were sold to UKREASTGAS LLC for UAH 462 m. The 
SPFU sold only shares in three companies from planned 14 stakes. 
Other stakes were not sold due to the absence of potential buyers. 
The privatisation of energy companies was not completed in 2013 
regardless ambitious plans.  
Privatisation of two blue-chips, namely Odesa Port Plant (OPP) and 
Turboatom, was again postponed in 2013.This was likely to be 
explained by lack of political will.  
The main features of the auctions in 2013 remained traditional. In 
particular, they had small number of participants and final price was 
just slightly higher than starting price. 

Business climate - enterprises: Pessimistic business 
expectations in 2013 
Overall business climate. According to the results of the IER 
quarterly enterprise surveylxxiv, managers’ assessment of the overall 
economic situation in Ukraine during 2013 fluctuated from less to 
more negative. In every quarter of 2013, there were more managers 
that reported deterioration of business climate than those who 
reported its improvement.lxxv  
In February 2013, the managers assessed business climate 
negatively. The value of the respective index decreased from -0.19 in 
October 2012 to -0.24 in February 2013. No significant changes 
occurred in April, when the index equalled -0.22. However, in July 
the value of the index increased to -0.14. The year ended with the 
index of business climate assessment at -0.15. 25% industrial 
enterprises considered economic situation in the country 
unfavourable, while 11% of companies assessed the climate as 
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favourable for their business. Others did not report any changes in 
business climate.   
The index of business expectations, which reflects the respondents’ 
assessments of changes in overall economic situation in the next six 
months was around zero (-0.02) in February 2013, which is close to 
their opinion in October 2012 (-0.01). In April, it grew above zero to 
0.09, and in July, declined again to 0.03. In October 2013, business 
expectations again turned uncertain with index value being 0.01 as 
the consensus was that economic growth would turn positive in 
2014.  
Impediments to business development. Low demand and 
liquidity problems remained the major impediments for business 
development for Ukrainian industrial enterprises in 2013. Other 
important barriers to development were excessive taxation (which 
includes tax rates and tax administration) and unfavourable 
regulatory climate.  
Almost two thirds of all surveyed enterprises named low demand a 
constraining factor for their development in 2013. In the latest 
survey, it was ranked as the first in the list of impediments with 63% 
of respondents reporting this problem.  
Problems with liquidity in 2013 were reported by more than 50% of 
industrial firms. In the 3rd quarter of 2013, the share of the 
enterprises reporting such problem reached 60%.  
Excessive taxation became much less important for Ukrainian 
industry in late 2013 than it had been at the beginning of the year. 
The percentage of enterprises stating such an impediment declined 
from 55% in the 1st quarter to 33% in the 4th quarter of 2013. It is 
not likely to be explained by improved taxation, but with larger 
problems in other spheres. 
In spring and summer of 2013, more than 50% of enterprises viewed 
unfavourable regulatory climate as a barrier for their business. This 
share decreased by the end of the year below 40% in October 2013.  
A similar trend was reported for high interest rates, which restricted 
access of business to financing. Their impact on Ukrainian industry 
gradually increased between February and July, when almost half of 
the surveyed enterprises reported this factor as an impediment for 
business development. However, in the last quarter of the year the 
percentage of respondents reporting high interest rates as a barrier 
for business dropped to 23%. 
By the end of 2013, the number of enterprises that reported 
competitive pressure declined (28% in October compared to 41% in 
February). But shortage of raw materials turned more common, with 
the share of respondents that reported this problem doubling from 
16% in the 3rd quarter to 33% in the 4th quarter.  
At the same time, decline in importance of different impediments to 
business development is likely to be explained by increase in political 
uncertainty in the end of 2013 (see Politics). In particular, the share 
of managers that think that the unstable political situation hampers 
economic development reached 27.2% in the 4th quarter of 2013, 
which is by 14.3 p.p. more than in the first quarter.  
Investment activity. In the beginning of 2013 40% of all surveyed 
managers reported readiness to make investments in 2013.lxxvi This 
percentage slightly increased as compared to 2012, when 36.6% of 
the firms planned to finance investment projects. The actual 
percentage of the firms that invested in 2013 at 46.5% was higher 
than the share of enterprises that invested in 2012. At the same 
time, the magnitude of investments was lower as the Ukrstat 
reported decline in real gross fixed capital accumulation (see 
Investments).  
Enterprise managers assessed investment climate in 2013 as 
unfavourable. The share of the enterprises that considered the year 
2013 to be “unfavourable for the purchase of equipment”, the 

Impediments to production growth 
 Q1 

13 
Q2 
13 

Q3 
13 

Q4 
13 

Low demand 61.4 56.9 60.8 63.1 
Liquidity problems 53.9 54.0 60.9 56.2 
Excessive taxation 54.9 47.6 36.3 33.4 
Unfavourable 
regulatory climate 

46.7 55.6 52.9 35.9 

High regulatory 
burden 

33.5 43.8 42.1 30 

Changes in 
economic 
legislation 

17.2 15.3 14.9 8.6 

Corruption 6.6 7.3 4.4 5.9 
High interest rates 30.7 42.2 49.7 23.1 
High competitive 
pressure 

41.4 35.8 35.8 28.3 

Shortage of raw 
materials 

20.4 17.9 16.2 33.1 

Access to credits 20.1 18.5 21.7 19.3 
Outdated 
technologies 

10.0 15.3 13.6 11.4 

Problems with 
energy supply 

3.1 3.8 3.0 1 

Unstable political 
situation 

12.9 10.2 9.6 27.2 

Shortage of skilled 
workforce 

11.4 7.9 9.5 11 

Shortage of 
capacities 4.4 6.7 4.5 6.2 

Source: IER Survey 
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indicator that measures investment environment, increased by 13.9 
p. p. to 71% in 2013.  
According to the results of the survey conducted in the 1st quarter of 
2014, among major obstacles that hampered investment activity of 
companies in 2013 were insufficient income (45.5%), unstable 
political situation (34%), and high cost of capital (28.7%). 

Business climate - banks: Banks remained pessimistic 
in 2013 
Business climate. The results of the IER Banks’ survey showed that 
business climate assessment and expectations were negative in 
2013.  
In February 2013, the index of business climate assessment that 
measures the difference between the shares of positive and negative 
opinions about business climate fell to -0.3 from its previous level of 
zero. The share of Ukrainian banks that considered overall economic 
situation unfavourable almost doubled from 18.2% in the previous 
survey to 30%. Moreover, none of banks evaluated business climate 
positively, while 18.2% of banks made such assessment in  October 
2012. In the July survey, no positive opinions about the current 
business climate were reported, and the corresponding index 
remained the same.  
Banks hoped for positive changes of business climate at the 
beginning of 2013. The index of expectations that shows the banks’ 
assessments of overall economic conditions changes in the next six 
months considerably increased from -0.18 in October 2012 to 0.22 in 
February 2013. One third of the banksbanks hoped for improvement 
of the country’s economic situation, while the share of the banks with 
negative expectations declined from 27.3% in October 2012 to 
11.1% in February 2013. However, the index of expectations rapidly 
fell to -0.2 in mid-2013 against the background of economic 
recession in Ukraine. In July 2013 banks did not expect improvement 
of overall economic situation over the following 6 months, and, 
moreover, 20% of the respondents thought that business climate 
would only get worse. 
Loans to private and corporate clients. In 2013, the banks’ 
evaluation of lending followed the negative trend in economic 
expectations. At the beginning of the year, 80% of the surveyed 
banks planned to increase lending to private clients and 90% 
intended to lend more to corporate clients. None of the banks 
suggested the volumes of expected lending might decrease. But in 
the middle of the year, the expectations about lending turned 
pessimistic likely due to increased risks (see Financial markets). 40% 
of the banks thought that they would increase lending to private 
clients, and 20% expected lending to private clients to decrease. 
10% of banks were planning to give fewer loans to corporate clients, 
but 80% remained optimistic expecting to increase lending to firms.  
Impediments to business development. Competition in the 
banking sector and unfavourable regulatory climate were the most 
important obstacles for banking development in 2013. In the middle 
of the year, 70% of the banks said that competition in the sector is a 
barrier for their development. The same share of the banks named 
unfavourable business climate as an impediment. The impact of both 
factors increased as compared to the beginning of 2013. Meanwhile, 
the importance of demand decreased. 30% of the respondents said 
that low demand was a problem for their business by the middle of 
the year, while in early 2013 the corresponding share was 60%. Tax 
pressure became an obstacle for 40% of banks by the middle of the 
year, while there were only 10% of such banks in early 2013.  

Financial state of enterprises: Recession goes on 
In 2013, firm’s profits continued to fall. The consolidated financial 
resultlxxvii declined by 70.9% to UAH 24.7 bn due to increase in 
losses. The share of loss-making companies increased by 3.6 p.p. to 
37.2% likely due to weak domestic and external demand, which 
resulted in lower revenues. 

Impediments to banking development, 
% of respondents 

 Q4’12 Q2’13 

Competition in the 
sector 40.0 70.0 

Low demand 60.0 30.0 

Unfavourable 
regulatory climate 50.0 70.0 

Unfavorable 
political situation 50.0 30.0 

Other 40.0 50.0 

Tax pressure 10.0 40.0 

Shortage of skilled 
employees 0.0 20.0 

No impediments 0.0 0.0 

Source: IER 
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In 2013, consolidated financial result was negative in nine out of 
fifteen sectors. The highest losses at UAH 4.6 bn were reported by 
professional services sector as compared to profit at UAH 0.2 bn in 
2012. This might have been caused by lower demand of companies 
on marketing and engineering services. Profits turned to losses also 
in trade sector likely due to lower profits of retail trade and higher 
losses of wholesale trade. Lower investments in construction resulted 
in increase in the share of lossmaking companies in the sector. As a 
result, consolidated financial result of companies in the sector turned 
negative at UAH 1.2 bn.  
Agricultural companies reported positive financial results. However, 
their profits declined by 39.1% to UAH 11.6 bn as good harvest of 
major crops resulted in lower prices (see Agricultural output). 
Regardless economic downturn, consolidated financial result of 
industrial companies remained positive at UAH 14.4 bn, even though 
it was by 36.9% lower than in 2012 (see Industrial output). In 
particular, net losses were reported in chemical production and 
metallurgy, which faced weak demand for their products. At the 
same time, oil refining sector also had losses as for the most part of 
the year companies in the sector did not operate. Most of other 
sectors reported lower profits due to weak demand. On the other 
hand, net profits of pharmaceutical companies increased by 16.0% 
likely due to government policies to stimulate domestic production of 
medicine and substitution of imported medicines by domestic in 
public procurement. 
Net profits of financial and insurance companies reduced by 77.5% 
but remained positive at UAH 2.6 bn.  

Monetary policy: Fixed exchange rate and fiscal policy 
dominated NBU actions 
In 2013 the NBU de facto focused on maintaining exchange rate 
stability and supporting fiscal policy. Monetary policy was secondary 
to interventions on foreign exchange market and quasi-fiscal 
operations with government bonds.  
Guidelines. According to the Monetary policy guidelines for 2013 the 
NBU intended to move to full-fledged inflation targeting in near 
future as all major components of inflation targeting were to be put 
in place. The NBU planned to retain currency market interventions to 
smooth out volatility. Capital controls were to be removed gradually, 
though move to flexible exchange rate was declared. It was unclear 
whether significant increase in flexibility was planned for 2013. 
Inflation target was set at 4.8-6.1% for year-on-year consumer 
inflation. Monetary base growth needed to ensure the inflation target 
was estimated at 6-8%. Unfortunately monetary policy guidelines 
were tailored to potential IMF program and were not implemented 
after negotiations with IMF fell through.  
De facto policy. In 2013 the NBU managed exchange rate not only 
directly through interventions but also using government-owned 
banks as market-makers. Nevertheless, the NBU withdrew about 
UAH 26 bn through interventions on foreign exchange market.  
Quasi-fiscal operations had bigger monetary impact than in 2012. 
The NBU increased holdings of state domestic bonds by UAH 47 bn 
(see State Debt). The NBU also issued UAH 7.7 bn 1-year refinancing 
to banks in restricted auctions (likely to government-owned banks). 
The NBU refinancing allowed the banks to maintain loans outstanding 
from the NBU at around UAH 80 bn. The Government also injected 
liquidity directly by converting foreign currency borrowing into 
national currency and by spending almost all funds on government 
account at the NBU by the end of the year. This allowed monetary 
base to increase by 20.3% in 2013 to UAH 307 bn.  
In response to fast growth of monetary base gross bank liquidity (i.e. 
total claims on the NBU) grew to UAH 74.5 bn from UAH 53.6 bn in 
the beginning of the year. Nevertheless, free liquidity (i.e. balances 
on the bank accounts with the NBU less mandatory reserves) 
declined towards the end of the year in response to tighter reserve 
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requirements introduced in the second half of 2013. In particular, 
reserve requirements for deposits in national currency remained 
zero, while reserve requirements on long term foreign currency 
deposits increased from 3% to 7%. Reserve requirements for 
external borrowing increased from 3% to 5%. Reserve requirements 
on short term deposits in foreign currency and current account 
balances now range from 10% to 15%. As a result, required reserves 
reached UAH 27 bn by the end of 2013 from UAH 20 bn in 2012.  
Over the first three quarters of 2013 average interbank lending rate 
was 3.7%, while liquidity was sufficient to support expansion in 
lending although at relatively high interest rates.  
Overall monetary conditions were tighter in the end of 2013 as 
interbank lending rates in national currency exceeded 5% in October 
and reached double digits in December. Nominal lending and deposit 
rates remained elevated throughout the year and increased in the 
last quarter. Interest rate on household deposits exceeded 20% for 
many banks, while all measures of inflation were not far from zero 
for three years in the row. Depreciation expectations were one of the 
factors that supported interest rate at high level. 
Money supply growth accelerated to 17.6% in 2013, which is slower 
than monetary base growth as monetary multiplier decreased. Share 
of cash outstanding in money supply fluctuated around 26% in 2013 
while bank reserve ratio reached 10.3% in December 2013 due to 
increased lending risks towards the end of the year and higher 
reserve requirements by the NBU.  
In sum, the monetary conditions were not very tight for the most of 
2013 allowing lending to pick up.  

Inflation: Consumer inflation remains close to zero in 
2013 
In 2013 average CPI dropped by 0.3% as compared to 0.6% 
increase in 2012. Price index for alcohol and tobacco increased by 
8.4% reflecting continued increases in excise taxes and low elasticity 
of consumption. Prices for a number of imported goods (including 
household appliances, clothing and footwear as well as audiovisual, 
photographic and information processing equipment) dropped by 
2%-5%. This likely reflected strong competition in retail, substitution 
for cheaper brands, while the Ukrstat reported continued growth of 
consumer demand.  
Food prices decreased by 2.4% that had negative contribution to CPI 
growth at 1.1%. Decrease in food prices reflected decrease in prices 
for wide variety of food products due to good harvest (see 
Agricultural output) and resulting low feed prices, improved storage 
infrastructure for fruit and vegetables over the last years. This 
resulted in broad-based decrease in prices for food products of 
animal origin. The Ukrstat also may have overstated drop in prices 
for fruits and vegetables due to deficient methodology for seasonal 
goods.  
On demand side, nominal household consumption growth slowed 
down to 9.9% as a result of deceleration in income growth and high 
deposit rates. Inflation expectations also continued to go down. 
Banks increased lending to households significantly in 2013: loans 
outstanding for consumption purposes grew by 10% yoy. However, 
banks financed mostly consumption of imported goods. Share of 
imported goods in consumption continued to increase and retail sales 
of domestically produced goods increased only by 4% over 9 months 
of 2013. 
Supply side factors constrained price growth. Stable or falling global 
commodity prices influenced prices for internationally traded goods 
and limited energy and other input costs for companies. Government 
policy also contributed to low CPI as the Government limited 
increases in utility prices and continued efforts to control consumer 
prices through direct regulation, competition investigations and 
goods interventions.  
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Exchange rate policy: Exchange rate was stable despite 
continued pressure 
UAH/USD interbank exchange rate remained generally stable in 
2013. It depreciated in the last four months of the year with average 
rate of UAH/USD 8.24 in December as compared to UAH/USD 8.13 
on average in January-August. The NBU continued interventions on 
the foreign exchange market and expanded administrative measures 
to keep the exchange rate stable. The NBU also kept official 
exchange rate (used for customs, taxation and statistics purposes) 
fixed at UAH 7.993 per USD throughout the year. 
In the eight months of 2013, foreign currency supply was almost 
balanced with demand thanks to low demand for cash foreign 
currency as compared to previous years. This was likely explained by 
stagnation in the shadow economy and low demand from 
households. Besides, in the first half of 2013 Ukrainian government 
and companies had access to external financing. As the NBU used 
government-owned banks to smooth out volatility in the exchange 
rate it did not sell foreign currency on the interbank market between 
May and August. Net sales of foreign currency in the first four 
months of the year were limited to USD 1.0 bn. 
In the last months of the year, depreciation expectations increased 
reflecting seasonal patterns and trade disruptions with Russia. Later 
political instability added to foreign currency demand although it was 
relatively low compared to 2012. In response, the NBU ramped up 
interventions, tightened reserve requirements and strengthened 
administrative measures to require sale of 50% of all foreign 
currency inflows and not only export revenues as before. 
Overall, the NBU was able to maintain exchange rate peg in 2013 
despite significant pressure and falling reserves. However, this made 
exchange rate increasingly vulnerable in 2014.  

Financial markets: Banking system remains profitable, 
but loses foreign capital 
Banking. In 2013 Ukrainian banking system kept positive financial 
results. Banks reported total income of UAH 168.9 bn (+12.3% yoy) 
and expenses equal to UAH 167.5 bn (+15.0% yoy). As a result, 
total pre-tax profits remained positive at UAH 3.1 bn, but less 
comparing to UAH 5.3 bn in 2012. Pre-tax profits were reported by 
154 out of 180 banks, including 13 out of 15 the largest ones, which 
is slightly higher than in 2012 results (149 and 12, respectively). 
However, 3 banks reported losses of more than UAH 500 m (in 2012 
two banks reported such losses).  
In 2013 8 new banks were registered, which is the highest number 
since 2006. At the same time, liquidation process of 2 banks (ERDE 
and Tavrika) was initiated. Despite overall expansion, Ukrainian 
banking system experienced outflow of foreign capital. A number of 
banks with foreign capital decreased from 53 to 49, including 
decrease from 22 to 19 of those with 100% of foreign capital. As a 
result, a share of foreign capital in statutory capital overall the 
banking system decreased from 39.5% to 34.0% during 2013. 
127 Ukrainian banks increased loans outstanding including 12 out of 
15 the biggest banks. At the end of year amount of outstanding 
loans increased by 11.8% yoy to UAH 911.4 bn, including both 
corporate (UAH 698.8 bn, +14.7% yoy) and private (UAH 167.7 bn, 
+18.4% yoy) loans. Share of short-term loans increased by 9.7 p.p. 
to 46.8%, while medium and long-term loans became less important 
on loan portfolio. Comparing to January 2013, banks increased 
exposure to most of sectors, including agriculture, mining, 
manufacturing, utilities, building, real estate and retail trade. They 
became more cautious in lending to transportation and ICT. 
Loan portfolio quality also improved. 56 banks that increased the 
amount of outstanding loans decreased simultaneously loan loss 
provisions (last year this figure was equal to 63). In other 37 banks 
the provisions expanded at a slower pace than the amount of loans. 
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In total, spending on loss provisions contracted by 7.3% yoy, which 
positively contributed to banks’ profitability. The share of non-
performing loanslxxviii was 12.9% in the end of 2013 as compared to 
16.5% in 2012. The share of overdue loans decreased by 1.2 p.p. to 
7.7%. For non-financial corporations this share was even smaller at 
7.4% at the end of December 2013, improving by 1.2 p.p. since 
2012.  
In 2013 most Ukrainian banks increased the amount of attracted 
deposits, including 10 out of 15 the biggest banks. Moreover, 10 
banks attracted 62.5% of total net increase. As a result, at the end 
of 2013 total amount of deposits reached UAH 664 bn (+17.1% 
yoy), including corporate deposits at UAH 195 bn (+12.6%) and 
households deposits at UAH 442.0 bn (+19.7%).  High interest rates 
resulted in increase in domestic currency deposits by 7.0 p.p. to 
63.0% at the end of 2013. Confidence in banking system improved 
as more households were willing to invest in 1-year deposits. Share 
of 1-2 year deposits in 2013 increased by 8.6 p.p. to 37.2%. 
Stock market. In 2013, overall value of transactions at Ukrainian 
stock market increased by 79.6% yoy to UAH 474.6 bn. Most 
transactions occurred at Perspektyva Stock Exchange (UAH 319.9 
bn, +119.7% yoy) with market share equal to 67.4% and PFTS (UAH 
113.0 bn, +26.2% yoy) with share of 26.2%. Ukrainian Exchange, 
due to reduction of transactions value from UAH 24.1 bn to UAH 10.9 
bn, lost 6.8 p.p. of its market share reaching 2.3% in 2013.   
Ukrainian stock market mainly served operations with both 
government (74.0% of total transactions value) and corporate bonds 
(10.4%), securities (9.5%) and derivatives (4.5%), whereas the 
share of operations with other financial instruments was negligible. 
Total value of transactions with securities and bonds almost doubled 
in 2013, hence, increasing their share in overall turnover. 
Despite overall upward trend in 2013, main stock indexes continued 
to decrease, though at a slower pace than a year before. The 
Ukrainian exchange (UX) index decreased by 4.3% (to 910.0 points), 
while the PFTS index dropped by 8.6% (to 300.5 points). For 
comparison, in 2012 these indexes reduced by 35.6% and 39.9%, 
respectively. Total trade volume of securities included to UX index in 
2013 declined by 3 times to UAH 0.7 bn (daily average equal to UAH 
3.0 m).lxxix     
Despite overall decrease in UX index during the year, the major drop 
was between March and mid-April, when UX index contracted by 
236.9 points. After this shock UX index began to increase, but still 
another small drop took place in August-September. To some extent 
these developments might be explained by depreciation of PJSC 
“Centerenergo” shares in April and PJSC “Motor Sich” shares in 
September. Another contributing factor was economic and political 
uncertainty, which led to hryvnya devaluation expectations. 
Stock market regulation was somewhat changed in 2013. First, in 
October the Law “On the depository system” came into force, which, 
among other, prescribes establishment of a single depository body. 
However, the law de facto was not enforced by the end of 2013. 
Another change was introduction of excise tax on securities and 
derivatives transactions since January 1, 2013. The idea of taxing 
non-listed securities and off-exchange derivatives was to move stock 
trade to the regulated market. However, such taxation was cancelled 
by the end of the year due to its ineffectiveness: many traders found 
ways how to omit payment of tax, whereas the conscientious ones 
suffered the most. As a result, during 9 months of 2013 UAH 50 m of 
tax revenues was collected instead of the planned UAH 600 m. 
Another negative effect of excise tax was transfer of junk stocks 
trade from over-the-counter to the stock market.lxxx 
 
                                               
i According to the Rospotrebnadzor, the Russian sanitary authority, 

Roshen’s products did not comply with food safety requirements, e.g. 
they containedbenzopyrene, a highly carcinogenic substance. Russia 
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was one of the main markets for Roshen’s products: the company’s 
exports to the country amounted to USD 17 m per month on average, 
or about 16% of its total sales. It accounted for 18% of total 
confectionery exports from Ukraine. (MEMU, No.8 (154), August 2013, 
IER). 

ii  A sudden reversal in Ukraine’s foreign policy occurred a week earlier — 
on November 21, the Government decided to stop the process of 
preparation for the signing of the AA. (MEMU, No.12 (158), December 
2013, IER) 

iii  The aid was based on the agreement reached after a series of 
negotiations between Ukrainian President Viktor Yanukovych and his 
Russian counterpart Vladimir Putin. It wasnot officially known whether 
Ukraine had made any obligations in return for Russia’s concessions. 
(MEMU, No.1 (159), January 2014, IER) 

iv  On February 27, Russia began annexation of Crimea, a peninsula with 
population of 2.4 m in the south of Ukraine, as Russian troops started 
taking control of key installations in the peninsula. On March 6, Crimea’s 
local parliament suddenly voted in favour of joining Russia. On March 
16, according to the Crimean authorities, that decision was confirmed by 
a referendum. On March 21, Russia annexed Crimea officially. The 
annexation was not recognized by Ukraine and by the international 
community. On March 27, the UN General Assembly declared the 
secession referenduminvalid. (MEMU, No.4 (162), April 2014, IER) 

v  Investments in transport sector in 2011 and 2012 grew due to the 
projects related to the preparation to EURO-2012. 

vi  As of April, 2014, 30 m t of grains were exported in 2013/2014 marketing year, 
which was by near 30% higher than in the previous marketing year. 

vii  Law of Ukraine, № 5494-17, from November 20, 2012. 
viii  Law of Ukraine, № 5037-17, from July 4, 2012. 
ix  Law of Ukraine, № 1165-18, from March 27, 2014. 
x  See AFPR № 3/14 for more detailed analysis of taxation in agricultural sector, 

http://apd-ukraine.de/uk/oglyad-agrarnoyi-politiki/ 
xi  Law of Ukraine, № 4576, from March 27, 2014. 
xii  Law of Ukraine, № 5493-17 from November 20, 2014. 
xiii  Even if the gas extraction by private companies accelerated in 2013 

they delivered only 2.3 bcm or about 11% from total gas extraction in 
Ukraine. 

xiv  http://www.eia.gov/conference/2013/pdf/presentations/kuuskraa.pdf  
xv  However after Russia annexed Crimea and surrounding shelf plots 

scattered for exploration these deals are at significant risk of being 
pulling out. The Anglo-Dutch oil giant Shell already announced about 
termination of the negotiations under PSA with a consortium including 
Shell, ExxonMobil and Ukrainian Nadra Ukrainy at the Skifski site in the 
Black Sea. 

xvi 
http://www.europarl.europa.eu/RegData/etudes/briefing_note/join/201
3/522316/EXPO-AFET_SP(2013)522316_EN.pdf  

xvii   According to the Ministry of Finance 

xviii   
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article;jsessionid=0
05FE7E001673DE0D941DA47CC6391F2.app1?art_id=244907076&cat_i
d=35081 

xix 
http://mpe.kmu.gov.ua/minugol/control/uk/publish/article?art_id=2449
11607&cat_id=194359  

xx  Treasury reports 
xxi  The Law of Ukraine #663 “On the Principles of the Electricity Market of 

Ukraine” as of October 24, 2013  
xxii  Again, annexation of Crimea is supposed to be very painful for Ukrainian 

renewables as almost 50% of already installed renewable capacities 
were settled there (150 MW at 11 wind parks and 315 MW at 6 solar 
parks). 

xxiii  http://saee.gov.ua/uk/activity/vidnovlyuvana-enerhetyka/suchasny-
stan  

xxiv  http://www.unian.net/society/849227-moschnosti-vozobnovlyaemoy-
energetiki-v-ukraine-v-2014-godu-udvoyatsya-glava-
gosenergoeffektivnosti.html  

xxv  http://zakon3.rada.gov.ua/laws/show/z0850-13 
xxvi  The Ukrstat. 
xxvii  http://zakon2.rada.gov.ua/laws/show/z1080-13 
xxviii  http://uz.gov.ua/press_center/up_to_date_topic/page-38/369456/ 



  INSTITUTE FOR ECONOMIC RESEARCH AND POLICY CONSULTING                                                            YEAR 2013 SUMMARY 
 

 
28

                                                                                                     
xxix  Law of Ukraine, No. 4709-VI, from 17 May, 2012. 
xxx  Resolution No.548-p from 11 July, 2013 
xxxi  http://www.mtu.gov.ua/uk/invest_mfo/36291.html 
xxxii  The Regulations on the provision of services for the transfer of 

subscriber numbers and the use of personal numbers, NCCIR, No.248 
from 25.04.2013 http://zakon3.rada.gov.ua/laws/show/z1117-13 

xxxiii  http://www.nkrz.gov.ua/uk/activities_nkrzi/ruling2013/1387975421/ 
xxxiv  Yearly Report of the NCCIR for 2013 
xxxv  Ukrstat 
xxxvi  Yearly Report of the NCCIR for 2013 
xxxvii  Yearly Report of the NCCIR for 2013 
xxxviii  http://zakon1.rada.gov.ua/laws/show/z0623-13 
xxxix  Procedure of determining regulatory asset base of natural monopolies 

providing heating (http://zakon2.rada.gov.ua/laws/show/z1678-13), 
Procedure of determining regulatory asset base of natural monopolies 
providing water services (http://zakon4.rada.gov.ua/laws/show/z1679-
13), Resolution on the introduction of incentive regulation in heating, 
water supply and sewerage services 
(http://zakon2.rada.gov.ua/laws/show/z2102-13) 

xl  http://www.nkp.gov.ua/ukr/nportal/view/1137 
xli  In 2014 the NBU started to provide information on balance of payments 

in accordance with 6th edition of IMF Balance of Payments Manual (BPM-
6). The NBU provided revised statistics since 2006. 

xlii  Under the BPM-6 manual financial account deficit refers to net foreign 
capital inflows in Ukraine. 

xliii  Under BPM-6 exports of goods produced using inputs owned by third 
party is classified as exports of manufacturing services on net basis. 

xliv  http://real-economy.com.ua/publication/22/62001.html 
xlv In 2012, the Parliament passed a law on biometric passports, a 

framework law on preventing and combating discrimination, a new 
Criminal Procedure Code, and some other laws. 

xlvi The Third Progress Report on the implementation by Ukraine of the 
Action Plan on Visa Liberalisation. 

 http://ec.europa.eu/dgs/home-affairs/what-is-
new/news/news/docs/20131115_3rd_progress_report_on_the_impleme
ntation_by_ukraine_of_the_apvl_en.pdf 

xlvii http://zakon2.rada.gov.ua/laws/show/184-18 
xlviii  Law of Ukraine, No.5515-VI, from December 6, 2012. 
xlix  Law of Ukraine, No. 391-VII, from July 4, 2013 and Law of Ukraine, No. 

395-VII, from July 4, 2013. 
l  Below the execution rates are provided in comparison with targets 

approved in December 2013. 
li  According to the Ministry of Finance, EPT advanced payments increased 

by 27.3% yoy to UAH 19.1 bn as of January 1 2014. It was primarily 
explained by the introduction of obligatory monthly advance EPT 
payments for enterprises with an annual turnover exceeding UAH 10 m 
since 2013. 

lii  According to the Ministry of Finance, the VAT refund arrears accounted 
for UAH 14.9 bn as of January 1, 2014 (compared to UAH 15.2 bn as of 
January 1, 2013). According to the State Treasury the share of 
automatic refund of this tax decreased by 7.8 p.p. compared to previous 
year (42.5% as of December 1, 2013). 

liii  This loan was included into central fiscal revenues. 
liv  In particular, favourable taxation was introduced for IT sector. From 

January 1, 2013 till January 1, 2023 supply of software are to be 
exempt from VAT, eligible IT companies are allowed to apply 5% EPT 
rate instead of general rate at 21%. Besides, profits derived from an 
eligible investment project in priority sectors are to be taxed at 0% from 
1 January 2013 through 31 December 2017; 8% from 1 January 2018 
through 31 December 2022. Real estate and improvements of land used 
in the eligible investment project are depreciated with the expedited 
depreciation method, which is currently available only for machinery and 
equipment. Imports of equipment of such companies are exempted from 
customs duties. 

lv  Law of Ukraine, No. 5083-VI, from July 5, 2012.  
 Taxpayers with annual income exceeding UAH 10 m were obliged to pay 

EPT in advance on a monthly basis in the amount not less than 1/12 of 
the last year tax.  

lvi  Law of Ukraine ‘On Amendments to the Tax Code of Ukraine in respect 
of transfer pricing rules’, No.408–VII, from July 4, 2013. 

lvii  In particular, the companies were exempt from the transfer price 
regulation if they produce some types of cereals, fats and oils of animal 
or vegetable origin, mineral fuels, chemicals, ferrous metals, and 
articles of iron or steel. 
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lviii  Laws of Ukraine, No. 422-VII, from July 4, 2013 and No. 421-VII, from 

July 4, 2013.  
lix  The rates of the recycling fee were defined depending on the 

characteristics of the vehicle, whether it is new or used, its engine 
capacity and weight. For instance, the fee per car was envisaged at UAH 
4,730 – UAH 60,500; for car bodies – at UAH 22,000 – UAH 66,000; for 
buses and commercial vehicles – at UAH 8,800 – UAH 29,480.  

lx  Highlight of the Month, MEMU No.9 (155), September 2013, IER. 
lxi  0.1% rate is applied to disposal of listed securities on the over-the-

counter market, 1.5% - to disposal of non-listed securities and UAH 85 - 
for each derivative on the over-the-counter market. Deposit certificates, 
shares in private joint-stock companies, shares in limited liability 
companies, securities issued by non-residents, State securities are tax 
exempt. 0% rate applies to transactions carried through a stock 
exchange.  

lxii  a) dividends will be taxed at a rate from 5% or 15%. In particular, 5% 
of the gross amount of the dividends should be paid by the actual 
owner, owning not less than 20% of the capital of the company. Income 
from shares of other shareholders will be taxed at a rate of 15%; b) 
withholding tax on royalties will be 10% or 5%; c) 2% tax on debt-
claims income. 

lxiii  In 2014 further changes to VAT rates occurred. The statutory VAT rate 
remained at 20%, while 7% rate was introduced for medicine and 
medical products. 

lxiv  However, in March the Government decided to keep EPT rate at 18%. 
lxv  Law of Ukraine, No. 713-VII, from December 19, 2013. 
lxvi  Law of Ukraine, No. 657-VII, from October 24, 2013.  
lxvii  Law of Ukraine, No. 719-VII, from January 16, 2014. 
lxviii  Highlight of the Month, MEMU No.4 (162), April 2014, IER 
lxix  These loans were supposed to cover short-term liquidity gaps of the 

Fund but were in fact used to fund deficit for a few years in succession. 
As Pension Fund is unlikely to have surplus any time soon, the 
Government will have to write off these loans. 

lxx  According to the IMF, average state debt level for emerging market 
economies was estimated at 35.3% in 2013. 

lxxi  According to the NBU. 
lxxii  Resolution of the Cabinet of Ministers of Ukraine No. 320, from April 29, 

2013.   
lxxiii  http://zakon4.rada.gov.ua/laws/show/976-2013-р  
lxxiv 

http://www.ier.com.ua/ua/publications/regular_products/business_idea
_industry/  

lxxv  Throughout the year the corresponding index that shows the difference 
between the shares of positive and negative opinions was below zero. 

lxxvi  Accroding to the results of the special study of the investment activity of 
enterprises conducted in the beginning of 2013, 

lxxvii The financial results of companies as reported before EPT is paid 
(source: Ukrstat).  

lxxviii  Loans classified in IV and V (worst ) category of credit quality under 
most recent revision of loan loss reserve methodology. 

lxxix  In 2012 annual trade volumes shrunk by 6 times yoy. 
lxxx  http://www.epravda.com.ua/publications/2013/10/30/400756/ 
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National accounts Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11 Q3 11 Q4 11 Q1 12 Q2 12 Q3 12 Q4 12 Q1 13 Q2 13 Q3 13 Q4 13

GDP UAH bn 217.3 256.8 301.3 307.3 257.7 311.0 369.8 363.6 293.5 349.2 387.6 378.6 302.9 353.0 394.7 404.3

GDP (real) % yoy 4.5 5.4 3.3 3.7 5.1 3.9 6.5 5.0 2.5 3.1 –1.3 -2.3 -1.2 -1.3 -1.2 3.3

Household consumption (real) % yoy 0.2 6.8 7.8 12.8 13.2 14.2 16.1 18.5 7.8 12.3 11.0 5.5 6.5 9.5 8.4 6.8

State consumption  (real) % yoy 3.8 -4.0 5.8 10.0 2.0 2.9 -9.4 -6.6 3.3 4.8 9.9 1.5 1.1 -2.3 -3.3 -2.5

Gross fixed capital formation (real) % yoy -5.7 -3.2 9.5 10.5 -1.8 3.7 9.7 12.0 13.8 17.5 -5.2 -4.9 7.0 -17.4 -7.7 -5.1

Exports of goods and services (real) % yoy 0.4 13.2 2.0 0.9 19.4 4.9 0.3 -4.1 -7.3 -8.1 -3.8 -9.6 -9.0 -14.3 -7.9 -4.1

Imports of goods and services (real) % yoy -6.2 17.2 20.2 13.2 38.1 23.3 12.5 5.2 -3.0 9.0 4.3 -2.6 -2.4 -18.4 -0.7 -1.8

Agriculture, hunting, forestry (real)* % yoy 5.4 0.5 -3.2 0.9 4.9 1.3 16.7 38.1 0.5 11.5 -8.3 -4.0 5.7 20.8 -2.0 38.2

Manufacturing industry (real)* % yoy 10.9 10.1 7.6 7.6 7.8 3.4 4.6 -2.9 1.1 1.8 -4.8 -5.5 -9.5 -9.2 -9.8 -8.9

Construction (real)* % yoy -7.7 -5.8 9.6 3.9 1.7 10.9 0.1 2.0 1.2 3.4 -15.3 -20.8 -14.9 -20.8 -11.1 -7.7

Trade, repair services (real)* % yoy 6.1 9.6 10.1 4.7 9.8 2.8 6.1 3.0 3.2 4.6 0.4 -1.2 1.6 -0.2 1.9 4.7

Transport (real)* % yoy 1.3 1.8 3.0 0.1 10.2 7.9 5.7 11.1 -2.3 -3.3 -8.4 -9.5 -2.7 -0.6 2.8 2.8

Balance of payments

Current account balance USD bn 0.0 0.5 -1.0 -2.5 -1.6 -1.7 -2.6 -4.4 -2.1 -3.8 -4.0 -4.9 -3.1 -2.3 -6.0 -4.9

Current account balance % of GDP -0.1 1.6 -2.6 -6.5 -4.9 -4.4 -5.6 -9.5 -5.6 -8.7 -8.3 -10.3 -8.3 -5.1 -12.2 -9.8

Trade balance in goods USD m -1236 -697 -2870 -3585 -3597 -2851 -4580 -5224 -3867 -5577 -5215 -5833 -4045 -3053 -7232 -5268

Trade balance in services USD m 930 1115 1536 823 1262 1514 2007 1312 1299 1362 1975 1084 822 893 1919 480

Current transfers USD m 608 728 797 842 1039 878 988 803 683 805 777 711 533 589 480 547

Direct investment (FDI) USD m 923 1196 1470 2170 880 2422 2090 1623 1663 1091 2002 1871 821 472 1199 859

Portfolio investments (equity) USD m -20 -18 135 197 149 113 42 207 -3 74 83 339 705 579 664 -757

Gross international reserves USD bn 25.1 29.5 34.7 34.6 36.4 37.6 35.0 31.8 31.1 29.3 29.3 24.5 24.7 23.2 21.6 20.4

Exchange rate (interbank), UAH/USD aop 8.00 7.91 7.90 7.96 7.95 7.98 7.99 8.01 8.03 8.04 8.09 8.11 8.11 8.14 8.15 8.21

Exchange rate (official), UAH/USD aop 7.99 7.91 7.90 7.93 7.94 7.97 7.97 7.98 7.99 7.99 7.99 7.99 7.99 7.99 7.99 7.99

Fiscal indicators
Consolidated fiscal revenues % of GDP 30.9 30.4 23.3 32.3 32.8 30.0 29.5 30.7 33.6 31.6 28.2 33.7 35.3 29.5 29.1 28.9
Personal income tax % of GDP 4.9 4.8 4.4 4.8 5.0 4.8 4.2 4.7 5.1 4.9 4.4 5.0 5.3 5.1 4.7 4.9
Enterprise profits tax % of GDP 4.3 3.0 3.4 4.2 4.5 4.5 3.6 4.4 4.9 4.1 2.9 4.2 6.2 3.4 3.0 3.0
Value-added tax % of GDP 9.8 9.8 8.5 9.9 7.6 12.9 9.6 9.6 10.8 10.3 8.6 10.0 9.7 9.1 8.2 8.5

Excise tax % of GDP 2.4 3.0 2.5 2.6 2.1 3.0 2.7 2.4 2.8 2.9 2.8 2.4 3.1 2.6 2.3 2.2

Consolidated fiscal expenditures % of GDP 33.0 38.7 30.3 37.6 32.8 33.1 26.9 35.6 33.7 33.8 30.7 41.4 37.0 36.0 30.4 36.3
Current expenditures % of GDP 32.4 37.4 26.6 32.8 31.5 30.8 23.9 30.1 31.8 31.3 27.7 37.4 35.7 34.1 28.5 33.5
Capital expenditures % of GDP 0.6 1.4 3.7 4.8 1.3 2.4 3.0 5.5 1.9 2.4 2.9 4.0 1.3 1.9 1.9 2.8
Consolidated fiscal balance % of GDP -2.0 -8.0 -7.5 -5.6 -0.3 -3.4 -3.9 -5.5 -0.2 -2.6 -3.0 -7.8 -1.9 -6.3 -1.5 -7.4
Privatisation receipts % of GDP 0.1 0.0 0.1 0.2 0.4 3.2 0.0 0.1 1.4 0.3 0.1 0.4 0.0 0.0 0.2 0.1
Labour market

Average wage (real) % yoy 3.3 8.7 12.3 11.4 11.1 5.5 7.7 10.8 14.7 16.5 13.3 12.9 9.9 9.3 8.1 5.9
Household income (real) % yoy 3.7 11.8 11.0 14.7 7.8 1.9 7.3 7.7 6.0 13.0 10.4 9.4 8.9 5.7 2.5 4.7
Unemployment rate  (ILO methodology) % cum 9.0 7.9 7.1 8.4 8.7 7.7 6.9 8.2 8.4 7.1 6.6 8.0 8.0 7.5 7.0 7.6  
 

Key Economic Indicators 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Nominal GDP UAH bn 170.1 204.2 225.8 267.3 345.1 441.5 544.2 720.7 948.1 913.3 1082.6 1302.1 1408.9 1454.9
Nominal GDP USD bn 31.3 38.0 42.4 50.1 64.9 86.2 107.8 142.7 179.9 117.2 136.4 163.4 176.3 182.0
GDP growth (real) % yoy 5.9 9.2 5.2 9.6 12.1 2.7 7.3 7.9 2.3 -14.8 4.1 5.2 0.3 0.0
Industrial production % yoy 13.2 14.2 7.0 15.8 12.5 3.1 6.2 10.2 -3.1 -21.9 11.2 7.3 -0.5 -4.7
Agricultural production % yoy 9.8 10.2 1.2 -11.0 19.7 -0.1 0.4 -5.2 17.5 0.1 -1.0 17.5 -4.5 13.7
CPI % yoy aop 28.2 12.0 0.8 5.2 9.0 13.5 9.1 12.8 25.2 15.9 9.4 8.0 0.6 -0.3
CPI % yoy eop 25.8 6.1 -0.6 8.2 12.3 10.3 11.6 16.6 22.3 12.3 9.1 4.6 -0.2 0.5
PPI % yoy aop 20.9 8.6 3.1 7.6 20.5 16.7 9.6 19.5 35.5 6.5 20.9 19.0 3.7 -0.1
PPI % yoy eop 20.8 0.9 5.7 11.1 24.1 9.5 14.1 23.3 23.0 14.3 18.7 14.2 0.3 1.7
Exports (gs, USD) % yoy 17.9 9.5 10.7 24.0 42.6 7.5 13.2 27.5 33.8 -36.7 27.1 28.2 1.0 -5.2
Imports (gs, USD) % yoy 18.9 14.1 4.9 28.7 31.3 20.4 22.0 35.5 38.6 -43.1 29.3 33.8 5.6 -3.4
Current account USD bn 1.5 1.4 3.1 2.9 6.9 2.5 -1.6 -5.3 -12.9 -1.9 -2.9 -9.3 -14.3 -16.4
Current account % GDP 4.7 3.7 7.6 5.9 10.6 2.9 -1.5 -3.7 -7.2 -1.7 -1.7 -5.7 -8.1 -9.0
FDI (net) USD bn 0.6 0.8 0.7 1.4 1.7 6.5 5.3 9.2 9.9 4.5 5.7 6.6 6.6 3.4
International reserves USD bn 1.5 3.1 4.4 6.9 9.7 19.4 22.4 32.5 31.5 26.5 36.7 31.8 31.4 20.4
Fiscal balance''' % GDP -0.7 -1.9 0.8 -0.2 -3.0 -1.9 -0.7 -1.1 -1.5 -2.4 -6.0 -1.8 -3.6 -4.4
Total state debt % GDP eop 45.3 36.5 33.5 29.0 24.7 17.7 14.8 12.5 19.9 33.0 39.9 36.0 37.4 40.1
External state debt (total) % GDP eop 33.0 26.3 24.1 21.4 18.6 13.4 11.7 9.8 15.0 21.5 25.6 22.8 22.0 20.6
Monetary base % yoy eop 39.9 37.4 33.6 30.1 34.1 53.9 17.5 46.0 31.5 4.4 15.8 6.3 6.4 20.3
Exchange rate USD aop 5.44 5.37 5.33 5.33 5.32 5.12 5.05 5.05 5.27 7.79 7.94 7.97 7.99 7.99
Exchange rate USD eop 5.44 5.30 5.33 5.33 5.31 5.05 5.05 5.05 7.70 7.98 7.96 7.99 7.99 7.99
Exchange rate EUR aop 5.03 4.81 5.03 6.02 6.61 6.39 6.34 6.92 7.71 10.87 10.53 11.09 10.27 10.61
Exchange rate EUR eop 5.10 4.67 5.53 6.66 7.22 5.97 6.65 7.42 10.86 11.68 10.57 10.54 10.30 11.04
Sources: Ukrstat, NBU, Ministry of Finance, own calculations
 '''   "Minus" denotes a consolidated fiscal deficit; without recapitalisation  
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Disclaimer 
The Economic Summary for Ukraine was prepared by the Institute for Economic Research and Policy 
Consulting for informational purposes only. All judgments in this report reflect our point of view as of date 
publication and can be changed without notice. Although we used our best efforts in preparing this publication, 
we make no guarantees as to its accurateness. The IER does not take any responsibility for any losses or 
other problems that directly or indirectly resulted from the use of any part of this publication. Reproduction 
without prior permission is prohibited; when quoting please cite Institute for Economic Research and Policy 
Consulting. 
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INSTITUTE FOR ECONOMIC RESEARCH AND POLICY CONSULTING PRODUCTS 

Monthly Economic Monitor Ukraine (MEMU) with supplement  

The MEMU contains a monthly review and brief analysis of the key economic policy measures and data that 
come public during the previous month. The MEMU supplement presents extended analysis of one key event in 
the Ukrainian economy. There are 12 issues per year disturbed among subscribers.  

Macroeconomic Forecast of Ukraine (MEFU) 

The MEFU includes forecast of the GDP and its components, fiscal indicators, balance of payments, inflation, 
exchange rate for current and next years. There are 12 issues per year – 4 quarterly issues and 8 updates 
with short comments – disturbed among subscribers. 

Infrastructure Monitoring of Ukraine (IMU) 

The IMU is an annual report that presents information on the restructuring of six key infrastructure sectors of 
the Ukrainian economy in a standardized manner, which allows for cross-industry comparisons. Monitored 
indicators are qualitative and fall into three broad categories: (1) commercialisation, (2) tariff reform, and (3) 
regulatory and institutional development. Twenty-one indicators allow for economic and policy-making analysis 
at different aggregation levels. It is distributed free of change. 

Economic Summary for Ukraine 

Economic summary is a review and brief analysis of the key economic indicators and policy measures of the 
year. It is published in January using the available statistics and annual estimates and updated in May when 
the most of previous year data becomes publicly available. The product is distributed among subscribers. 

Business Tendencies Survey 

Business Tendency Surveys are comprised of two surveys. The first one – Industries – is prepared on the basis 
of quarterly surveys of industrial enterprises managers. The second – Banking – is based on the survey of 
banks managers. There are four publication for each of the component of the Business Tendencies available 
and participants of the surveys and to subscribers. 

Policy Papers 

The policy papers are the joint product of the German Advisory Group for Economic Reforms in Ukraine and 
the IER aimed at providing economic policy recommendations to Ukraine’s policy makers. The 
recommendations are based on the careful analysis of Ukraine’s situation, state-of-the-art economic theory, 
and best international practices. The papers are available for policy makers and – with some time lag – for 
general public. 
 
 
 

Notes: 
 avg average  
 cum. cumulative 
 mom month on month change 
 qoq  quarter on quarter change 
 yoy  year on year change 

 
ytd year-to-date 
p.a. per annum 
eop end of the period 
aop average of the period  
gs  goods and services 


